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From  the  Editor 


ENTERING  the  year  1991  Indonesia  has  to  face  an  unfavourable  global  economic 
situation.  A  Gulf  War  will  overshadow  the  world  not  only  with  dark  clouds  of  eco- 
logical destruction  but  also  with  economic  recession  and  uncertainties,  which  is  likely 
to  affect  adversely  Indonesia's  economy.  On  top  of  that,  the  failure  of  the  multilateral  trade 
negotiations  or  the  Uruguay  Round  may  hamper  Indonesia's  endeavour  to  attain  its  develop- 
ment objectives. 

However,  every  cloud  has  a  silver  lining.  The  gloomy  world  situation  has  not  discouraged 
Indonesia  from  continuing  to  implement  its  development  plan.  This  is  reflected  in  the  1991/ 
1992  Draft  State  Budget,  submitted  by  President  Soeharto  to  the  plenary  session  of  the 
House  of  Representatives  on  January  7,  1991. 

The  Draft  State  Budget  has  been  very  cautiously  prepared  with  most  of  the  projections 
on  the  low  side.  Yet  it  has  an  optimistic  tone  since  Indonesia's  economic  development  is  still 
considered  promising  in  the  face  of  the  disadvantageous  international  situation.  The  Gulf 
War  will  most  likely  cause  fluctuations  in  oil  prices.  This  will  certainly  be  most  detrimental 
to  Indonesia's  development  efforts,  which  understandably  gives  rise  to  some  concern. 

However,  other  encouraging  aspects  of  the  economy  should  also  be  taken  into  considera- 
tion. The  1990  inflation  rate  which  has  been  curbed  below  the  two-digit,  increased  revenues 
projected  to  derive  from  taxes,  and  the  positive  effects  of  deregulation  and  privatisation, 
seem  to  offer  opportunities  for  Indonesia's  economy  to  grow  amidst  the  global  problems. 

Accordingly,  to  give  the  readers  an  overview  of  how  Indonesia  has  fared  during  the  last 
few  years  and  what  its  potentials  are,  the  Indonesian  Quarterly  has  selected  a  number  of 
issues  related  to  the  country's  economic  development. 


Daniel  SETY A  WAN 


Current  Events 


The  1991/1992 
Draft  State  Budget 

Hadi  SOESASTRO 


THE  1991/1992  Draft  State  Budget 
which  the  government  submitted  to 
the  House  of  Representatives  on  Ja- 
nuary 7,  1991,  may  be  evaluated  from  two 
angles.  The  first  is  an  examination  of  the 
budget  itself,  among  other  things  by  com- 
paring it  with  the  previous  budgets.  The 
second  is  an  evaluation  of  the  budget  from 
the  perspective  of  the  country's  macro  eco- 
nomic development  as  a  whole. 

From  the  first  angle,  various  encouraging 
developments  are  evident.  In  comparison  to 
two  years  ago,  government  savings  increased 
five-fold,  from  Rp  1.8  trillion  to  Rp  9.6 
trillion.  This  increase  is  partially  a  conse- 
quence of  the  increase  in  the  revenues  from 
oil  and  natural  gas.  But  tax  revenues  have 
not  less  contributed  to  this  rise.  In  com- 
parison with  the  1990/1991  Draft  State 
Budget,  the  increase  in  domestic  revenues 
amounting  to  Rp  8.6  trillion  has  for  49  per 
cent  been  effected  by  an  increase  of  oil/gas 
revenues,  while  the  remaining  51  per  cent  has 

The  original  version  in  Indonesian  ("RAPBN 1991/ 
1992  dan  Pertumbuhan  Ekonomi")  appears  in  Suara 
Karya,  8  January  1990,  translated  and  published  in  Jhe 
Indonesian  Quarterly  with  the  permission  of  the  author. 


been  derived  from  an  increase  in  tax  re- 
venues of  non-oil/gas  commodities. 

The  government  has  based  this  estimate 
on  an  oil  price  average  of  US$19  per  barrel. 
This  is  a  rather  realistic  assumption.  The  de- 
velopment at  the  international  oil  market  is 
still  very  uncertain.  The  price  scenarios, 
after  the  Gulf  crisis  is  settled,  predict  esti- 
mates between  US$12  and  US$25  a  barrel. 
Because  no  one  can  predict  certain  assu- 
rance, the  mean  estimate  appears  to  be  a 
reasonable  one  for  planning  purposes. 

The  tax  revenues  from  non-oil/gas, 
targeted  to  go  up  21  per  cent,  apparently  can 
be  attained  by  hard  work  of  the  fiscal  ap- 
paratus. If  it  is  estimated  that  Indonesia's 
economy  can  maintain  a  growth  rate  of  6  to 
7  per  cent,  and  provided  that  the  inflation 
during  the  coming  budget  year  will  vary 
from  5  to  7  per  cent,  taxes  have  to  increase 
between  7  and  10  per  cent.  Viewing  the 
existing  potentials,  this  target  would  appear 
to  be  attainable,  but  efforts  to  achieve  it 
should  be  stepped  up. 

Development  revenues  in  the  form  of 
foreign  aid  have  decreased,  especially  in 
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terms  of  program  aid.  But  this  decrease  was 
actually  anticipated,  because  the  increase  in 
program  aid  received  previously  had  actually 
more  of  an  "emergency  aid"  character.  On 
the  whole,  the  estimate  of  revenues  amoun- 
ting to  Rp  50.6  trillion  gives  no  rise  to  ques- 
tions. 

Concerning  expenditures  there  are  no 
great  problems  either.  Some  dissatisfaction 
is  found  with  state  employees,  to  be  sure,  as 
their  salaries  have  not  been  raised,  but  this  is 
not  a  permanent  situation.  This  means  that, 
should  the  oil  revenues  exceed  by  far  what  is 
expected,  salaries  of  civil  servants  would 
have  the  preference  in  using  the  surplus 
funds.  The  rather  spectacular  rise  in  routine 
expenditure  is  due  to  foreign  debt  servicing 
and  subsidies  on  domestic  petroleum  pro- 
duct prices.  As  regards  the  first  one, 
although  one  might  ask  what  may  have 
caused  the  increase,  there  is  no  question  that 
payments  will  be  made.  The  increase  of  sub- 
sidies on  petroleum  products  is  a  source  of 
concern  because  price  adjustments  are  usual- 
ly hard  to  make  in  years  when  general  elec- 
tions and  sessions  of  the  People's  Con- 
sultative Assembly  (1992  and  1993)  are  to 
take  place.  Therefore,  there  is  fear  that  sub- 
sidies will  swell  in  the  coming  years.  As  ex- 
perience has  shown  in  the  past,  the  long-term 
impact  of  subsidies  is  not  favourable. 

The  development  expenditures  in  the 
1991/1992  Draft  State  Budget  are  targeted  to 
reach  Rp  20  trillion.  Fifty  six  per  cent  of  this 
amount  consists  of  expenditures  in  rupiahs. 
In  the  1990/1991  Draft  State  Budget,  expen- 
ditures in  rupiahs,  namely  those  made  at 
home,  constitute  48  per  cent  of  the  overall 
national  development  expenditures.  Viewed 
from  this  angle,  the  1991/1992  Budget  has 
an  expansionary  impact,  greater  than  that  of 
the  previous  State  Budget.  This  development 
can  also  be  anticipated  in  view  of  the  rather 
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large  increase  in  the  Presidential  Instruction 
(Inpres)  program.  Various  studies  have 
shown  the  positive  influence  of  Inpres  on  the 
rural  economy  to  increase  economic  activi- 
ties and  the  buying  power.  Priorities  in  allo- 
cations of  government  development  funds 
also  appear  to  be  increasingly  emphasized  by 
a  spectacular  increase  in  the  financing  of  in- 
frastructural  development.  This  is  consistent 
with  the  effort  to  maintain  a  quite  high  eco- 
nomic growth  rate  in  the  medium  and  long 
term,  and  responds  to  urgent  needs  in  Indo- 
nesia. 

On  the  whole  it  may  be  said  that  the 
1991/1992  Draft  State  Budget  is  quite  realis- 
tic. But  one  question  needs  to  be  raised:  to 
what  extent  is  the  Draft  State  Budget  ade- 
quate to  maintain  a  sufficiently  high  eco- 
nomic growth  rate?  The  answer  is  definitely 
negative.  To  be  sure,  the  government  budget 
cannot  be  given  a  Keynesion  function;  ex- 
penditures increase  or  decrease  according  to 
the  rise  and  drop  in  revenues  and  do  not  pur- 
port to  stimulate  or  to  suppress  the  domestic 
demands.  For  a  long  time,  the  task  of 
macro- economic  management  has  relied 
upon  monetary  instruments.  Why  should 
this  issue  also  be  highlighted  in  discussing 
the  1991/1992  Draft  State  Budget? 

In  the  last  few  years  the  main  engine  for 
Indonesia's  economy  has  been  non-oil  and 
natural  gas  exports  and  investments  which 
support  these  export  activities.  If  the  non-oil 
and  natural  gas  exports  should  decrease,  in- 
vestments will  also  be  affected.  Hence  the 
economy  must  depend  more  on  building  and 
meeting  domestic  demand.  America's  eco- 
nomy has  faced  a  recession  and  its  impact 
may  be  profound.  Japan's  economy  is  not 
encouraging.  If  these  two  should  continue  to 
weaken,  the  impact  upon  the  economies  of 
Asia  and  the  Pacific  will  soon  be  felt. 
Although  Indonesia  is  promoting  diversifi- 


CURRENT  EVENTS 


5 


cation  of  its  exports,  it  is  hard  to  expect  that 
the  growth  of  non-oil  and  natural  gas  com- 
modities can  be  maintained  at  a  high  level. 
During  1990  (January  to  September),  the 
growth  of  non-oil  and  natural  gas  exports 
kept  slackening  (only  9  per  cent  compared  to 
the  previous  year).  The  recession  in  America 
and  the  weakening  of  Japan's  economy  can 
be  expected  to  increasingly  cause  difficulties 
for  exports. 

Meanwhile,  imports  have  tended  to  in- 
crease rapidly.  The  greater  part  of  this  in- 
crease is  motivated  by  an  extraordinary  rise 
in  investments.  If  the  export  prospects  con- 
tinue to  decline,  so  will  investments,  and  im- 
ports will  drop.  Even  so,  its  impact  upon  the 
balance  of  payment  must  be  closely  watched. 

The  discussion  based  on  the  second  per- 
spective indicates  that  the  ability  of  the  pri- 
vate sector  to  maintain  the  momentum  of  de- 
velopment, must  be  encouraged.  The  pro- 
blem is  how  to  activate  the  private  sector  in 
order  to  stimulate  the  economy  and  to  in- 
crease domestic  demands  without  easing  ex- 
port opportunities.  Current  high  interest  rate 
are  making  exports  less  attractive,  due  to  the 
declining  competitiveness.  But  economic  re- 


sources cannot  be  automatically  transferred 
to  non- export  activities.  Meanwhile  the  in- 
terest rates  cannot  be  expected  to  drop  signi- 
ficantly (below  20  per  cent)  in  a  short  time 
either.  Therefore,  one  cannot  expect  much 
from  monetary  stimulation,  even  if  the  tight 
monetary  policy  were  relaxed.  On  the  other 
hand,  fiscal  stimulation  that  the  government 
may  be  able  to  offer,  will  only  have  a  limited 
effect.  This  means  that  the  available  option 
to  stimulate  the  private  sector  are  also  very 
limited.  It  should  be  noted  that  the  old  pro- 
tectionist measures  are  no  longer  a  viable  op- 
tion. 

Finally,  the  task  of  the  government  is  to 
create  a  stable,  fair  business  climate  which 
will  give  confidence  and  hope.  Deregulation 
is  one  way  to  the  efforts  to  create  this  cli- 
mate. But  what  is  equally  important  is  to 
create  open,  clear  and  meaningful  (not  just 
formal)  communications  between  the  go- 
vernment and  the  business  sector.  The  bu- 
siness world  will  continue  to  need  directives. 
It  is  difficult  for  business  to  fix  priorities. 
The  business  sector  must  be  given  freedom, 
but  it  cannot  be  turned  loose.  Experience 
during  the  last  few  years  has  proved  this. 


The  Uruguay  Round  and  Indonesia 

/.  Soedradjad  DJIWANDONO 


THE  ministerial  meeting  in  Brussel  on 
December  3-7,  1990  was  intended  to 
wrap  up  the  multilateral  trade  nego- 
tiations called  the  "Uruguay  Round".  Re- 
presentatives of  the  signatories  of  the  Ge- 

The  original  version  in  Indonesia  ("Putaran  Uru- 
guay dan  Kita"),  appears  in  Tempo,  22  Desember  1990; 
translated  and  published  in  The  Indonesian  Quarterly 
with  the  permission  of  the  author. 


neral  Agreement  on  Tariffs  and  Trade  in 
Geneva  participated  in  the  negotiations  to 
improve  and  complete  the  rules  of  the  world 
trade  so  that  they  would  be  fair  and  open  to 
all  countries.  Initiation  of  the  negotiations 
was  announced  at  a  meeting  of  trade  minis- 
ters on  the  General  Agreement  on  Tariffs 
and  Trade  (GATT)  in  Punta  del  Este, 
Uruguay,  in  September,  1986.  Two  hundred 
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ministers  and  three  thousand  senior  officials 
of  one  hundred  and  eight  countries  attended 
the  meeting  in  Brussel.  The  eighth  round  was 
very  ambitious  in  setting  the  agenda  of  the 
meeting.  There  were  15  subjects  discussed  at 
the  meeting  which  involved  almost  all 
aspects  of  trade.  Some  subjects  had  just  been 
put  in  the  agenda  and  were  even  not  clearly 
defined.  Some  others  were  intended  to 
amend  40  years  old  and  out-of-date  rules, 
while  the  rest  were  meant  to  expand  the 
market  which  is  important  for  exporting 
countries.  All  of  them  were  discussed  to  be 
agreed  upon  as  one  package.  As  a  result, 
although  representatives  of  the  countries  in 
GATT  had  negotiated  them  for  four  years, 
and  there  had  been  many  informal  meetings 
of  ministers  and  senior  officials  for  consul- 
tation at  various  fora,  and  even  several  sum- 
mit meetings  of  state  leaders,  it  was  still  very 
difficult  to  reach  a  comprehensive  agree- 
ment. 

Suspended  Temporarily 

The  Brussels  meeting  failed  to  reach  an 
agreement  to  finalize  the  Uruguay  Round.  In 
the  original  schedule,  the  participants,  con- 
sisting of  senior  staff  members  coordinated 
by  Arthur  Dunkel  (Director  General  of 
GATT)  as  Chairman  of  the  Committee  of 
State  Officials  Negotiation,  should  have 
reached  a  consensus  on  items  laid  down  in  a 
draft  agreement  in  November  1990.  In  addi- 
tion, the  draft  and  various  other  matters 
calling  for  political  commitment  would  have 
been  discussed  and  agreed  upon  by  the 
ministers  in  Brussels. 

There  were,  however,  some  very  basic 
problems  with  some  of  the  political  com- 
ponents that  could  not  be  solved  until  the 
ministerial  conference  ended  on  December  7, 
1990.  The  European  Community's  (EC) 
agricultural  sectors  have  been  inefficient  and 
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subsidized  domestically  for  a  long  time.  The 
subsidy  has  limited  imports  from  other 
countries  and  export  subsidies  have  led  to 
unfair  competition  against  the  products  of 
other  countries.  The  imposition  of  subsidies 
has  become  part  of  the  political  system  of 
the  EC  and  an  integral  part  of  its  agricultural 
policy.  On  the  other  hand,  the  US  which  has 
an  efficient  agricultural  sector,  demands 
concessions  in  this  area  to  make  Congress 
amenable  to  concessions  in  other  sectors. 

The  problems  mentioned  above  caused  a 
deadlock  at  the  Brussels  meeting.  In  his  of- 
ficial statement,  Hector  Gross-Espiel,  the 
presiding  Chairman  and  the  Minister  of 
Foreign  Affairs  of  Uruguay,  proposed  that 
from  December  7,  1990  until  mid- January 
1991,  the  Director  General  of  GATT  would 
try  to  arrange  a  follow-up  meeting  through 
consultations  with  all  parties  using  the 
documents  agreed  upon  in  Geneva  and  in 
Brussels  as  talking  points.  During  that  period 
senior  officials  of  the  involved  countries 
would  be  called  upon  to  participate.  Hence, 
the  Uruguay  Round  was  suspended  tempo- 
rarily and  expected  to  continue  later.  This 
decision  is  fundamentally  a  political  commit- 
ment to  show  that  the  results  achieved  so  far 
with  the  exception  of  the  agricultural  sec- 
tors, would  be  taken  into  account,  becoming 
the  basis  for  further  negotiations.  However, 
time  is  running  out.  Since  Christmas  holi- 
days and  New  Year  are  intervening,  a 
meeting  cannot  be  arranged,  and  the  United 
States  Government  has  to  abide  by  the 
March  1991  deadline  in  order  to  submit  the 
new  regulation  to  the  Congress  for  approval. 

It  is  worth  noting  that  in  non-agricultural 
sectors,  there  has  been  some  progress  which 
may  result  in  agreements.  With  regard  to  In- 
donesia, talks  on  the  textile  sector,  for  exam- 
ple, have  shown  promising  progress  (in  the 
arrangement  of  the  transition  period)  to- 
wards full  integration  with  GATT's  regula- 
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tions.  The  regulations,  though  not  yet  op- 
timal, will  create  more  opportunities  for  tex- 
tile export  than  is  currently  the  case.  Talks 
on  other  market  access,  such  as  the  reduc- 
tion of  tariff  and  non-tariff  barriers  have 
also  made  progress.  Amendments  on 
GATT's  regulations  and  new  problems  in 
trade  discussions  have  also  shown  some  indi- 
cations of  the  possibility  to  arrange  formulas 
acceptable  to  all  participants.  What  remains 
to  be  agreed  upon  in  this  connection  is  the 
regulation  of  investment  policy  which  has  an 
impact  on  trading.  These  are  the  remaining 
unresolved  problems  between  the  US  and  EC 
positions  pending  agreements  in  the  agri- 
cultural sector. 

What  is  the  Follow-up? 

While  efforts  are  being  made  through 
high-level  diplomacy  by  the  disagreeing  par- 
ties on  agriculture  to  seek  a  political  settle- 
ment for  the  deadlock,  what  steps  are  to  be 
taken?  Perhaps  one  of  the  very  valuable 
lessons  for  Indonesia,  being  a  country  which 
for  the  first  time  actively  participate  in 
multilateral  trade  negotiations,  such  as 
GATT,  is  Indonesia's  increasing  awareness 
that  national  economy  is  gradually  inte- 
grated with  the  international  economy.  It 
follows  that  the  national  economy  is  increas- 
ingly interrelated  with  international  eco- 
nomy, and  domestic  regulations  are  also 
more  and  more  related  with  international 
regulations.  However,  there  are  many  other 
countries  which  have  similar  experience. 

In  the  Uruguay  Round  of  multilateral 
trade  negotiations,  request  and  offer,  are 
means  to  increase  access  to  market.  This 
means  that  countries  offer  concessions  to 
counterparts,  such  as  reductions  on  import 
duties  or  other  trade  barriers  for  certain 
items,  and  provide  assurances  that  these  con- 
cessions will  not  to  be  violated  in  the  future. 


Then,  a  country  should  be  sensitive  to 
counterparts'  needs  to  increase  their  export 
market.  This  process  is  complicated  because 
they  call  for  understanding  of  the  implica- 
tions on  exports  and  imports  as  well  as  the 
national  economy.  Each  trading  partner 
should  take  part  in  the  bilateral  negotiations, 
and  after  being  agreed  upon,  the  agreements 
should  apply  to  all  countries  under  the  non- 
discrimination and  most  favored  nation 
treatment  principle. 

Basically  countries  should  be  willing  to 
make  concessions  to  their  trading  partners  so 
as  to  create  markets,  promote  exports,  im- 
ports and  international  trade  which  in  turn 
will  increase  international  economic  growth 
and  prosperity.  However,  concessions  and 
access  to  markets  are  closely  related  with  the 
respective  national  interests  of  the  individual 
countries,  and  both  are  difficult  to  settle 
through  a  compromise. 

All  parties  should  be  willing  to  make  con- 
cessions for  the  successful  conclusion  of  the 
Uruguay  Round.  There  should  be  a  process 
of  give  and  take.  To  this  end,  the  flexibility 
of  the  each  country  is  urgently  needed.  Rigid 
positions  will  only  result  in  continued  dead- 
lock. If  the  differences  of  opinion  are  still 
too  big,  such  as  in  the  agricultural  sector,  an 
agreement  can  only  be  reached  if  the  US  is 
willing  to  reduce  its  demands,  and  the  EC  is 
willing  to  increase  its  concessions.  It  should 
be  kept  in  mind  that  general  agreements 
within  GATT  will  be  reached  through  nego- 
tiations. Thus,  pending  completion  or 
during  the  temporary  suspension  of  talks, 
every  country,  including  Indonesia,  should 
evaluate  its  own  position.  Can  the  conces- 
sions be  broadened?  Does  one  country  still 
want  new  opportunities  from  other  coun- 
tries? These  questions  and  many  others  must 
be  raised,  in  order  to  reach  a  mutually 
beneficial  consensus. 
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International  Disaster 

Indonesia,  which  has  an  open  economy 
and  wants  to  continue  relying  on  its  non-oil 
exports  as  the  engine  for  development  really 
desires  an  international  trade  regulation 
which  is  open  to  all  countries  both  big  and 
small,  the  developed  and  the  developing,  and 
the  industrial  as  well  as  the  agricultural  na- 
tions. Only  in  such  a  trading  system  will  its 
national  business  world,  with  the  coopera- 
tion of  the  government  which  is  trying  to 
create  a  healthy  commercial  climate  and  the 
business  world,  which  continuously  in- 
creases its  competitiveness,  be  able  to  sustain 
its  development  efforts.  The  failure  of  the 
Uruguay  Round  will  hinder  Indonesia's  ef- 
forts to  reach  the  objectives  of  its  national 
development. 

Nevertheless,  Indonesia  is  not  the  only 
interesting  party  that  desires  a  more  open 
and  free  international  trade  system.  The  US, 
with  its  increasingly  open  economy  and 
growing  deficit,  which  is  currently  facing  a 
recession,  also  badly  needs  a  free  and  open 
international  trade  system.  All  countries,  in- 
cluding Indonesia's  neighbour  countries, 


Japan,  the  newly  industrialised,  developing, 
and  European  countries,  do  too. 

A  study  sponsored  by  the  Asia-Pacific 
Confederation  Chamber  of  Commerce  and 
Industry  shows  that  if  the  Uruguay  Round 
fails,  the  increase  of  trading  blocs  such  as  the 
Single  Europan  Market  1992,  and  the  Ameri- 
ca-Canada Free  Market  Agreement  (which 
will  include  Mexico)  will  harm  world  trade. 
The  economic  model  arranged  shows  that  if 
the  EC  become  more  protectionist,  the  US 
will  follow  suit,  the  world' s  Gross  Domestic 
Product  will  go  down  by  more  than  US$200 
billion.  On  the  other  hand,  if  liberalization 
between  the  two  blocs  can  be  encouraged, 
the  world' s  economy  will  increase  by  US$400 
billion.  This  is,  of  course,  based  on  certain 
calculations.  In  conclusion,  all  countries,  in- 
cluding the  big  countries  such  the  US,  the 
EC  member  countries,  and  Japan,  should 
abandon  their  inflexibility,  show  their 
leadership  ability  to  reach  compromises  and 
thereby  avoid  the  failure  of  the  multilateral 
trade  negotiations  which  will  become  a 
disaster  to  the  world  trade  and  economy. 
The  protectionism  and  the  Depression  of  the 
1930s  should  not  be  allowed  to  recur. 


Establishing  New  Quadrilateral  Relations 


Rizal  SUKMA 


THE  two  week  visit  (10-21  November 
1990)  by  President  Soeharto  to  three 
important  Asian  countries  --  Japan, 
China,  and  Vietnam  -  can  be  considered  as 
an  important  step  in  Indonesia's  active 
foreign  policy.  Entering  the  1990s,  many 
changes  have  taken  place  in  current  interna- 


tional relations,  either  in  the  global  and  re- 
gional political  theatre  or  bilaterally.  It 
could  be  said  that  the  recent  international 
changes  affecting  Asian  regional  politics 
have  made  the  visitation  significant.  Presi- 
dent Soeharto' s  call  is  not  only  important 
for  achieving  Indonesian  national  interests 


CURRENT  EVENTS 


9 


itself  but  also  for  enhancing  peace  and  stabi- 
lity in  the  East  and  Southeast  Asian  region. 

During  his  visits,  President  Soeharto  met 
and  talked  to  the  leaders  of  the  three  host 
countries.  Officially,  the  purpose  of  the  visit 
to  Japan  was  to  attend  Emperor  Akihito's 
coronation  ceremony  on  November  12, 
1990.  However,  the  talks  between  President 
Soeharto  and  Prime  Minister  Toshiki  Kaifu 
has  important  implications  for  Indonesia- 
Japan  relations.  Meeting  with  President 
Soeharto,  Toshiki  Kaifu  reiterated  that 
Japan  will  provide  US$1.3  billion  in  special 
assistance,  which  had  been  agreed  upon  by 
the  33th  session  of  IGGI  (Inter-Govern- 
mental Group  on  Indonesia)  in  Den  Haag  in 
June  1989.  The  special  assistance  is  needed 
by  Indonesia  particularly  for  the  funding  of 
development  projects  of  the  1990/1991 
budget.  However,  the  special  assistance  be- 
comes less  significant  due  to  the  appreciation 
of  the  yen  against  the  US  dollar.  Indonesia's 
debt-service  burden  has  increased  to  US$1.8 
billion,  of  which  US$1.2  billion  is  caused  by 
the  yen's  appreciation.  Therefore,  Indonesia 
asked  the  Japanese  for  their  understanding, 
and  proposed  that  Japan  provide  a  soft 
loan.1  If  Japan  decided  to  discontinue  the 
special  assistance,  Indonesia  suggested  that 
the  portion  of  the  debt  burden  be  converted 
into  a  long-term,  concessional  loan.2  After 
his  stay  in  Japan,  the  President  continued  his 
journey  to  China. 

The  main  purpose  of  President  Soehar- 
to's  visit  to  China  was  to  promote  economic 
cooperation  between  the  two  countries.  It  is 
important  for  both  countries  to  seek  closer 
cooperation,  particularly  after  the  new  dra- 
matic political  breakthrough,  which  resulted 

lSuara  Karya,  23  November  1990. 
''■  Jakarta  Post,  27  November  1990. 


in  the  resumption  of  Jakarta- Beijing  diplo- 
matic relations  on  August  8,  1990.  In  the 
talks  between  President  Soeharto  and 
Chinese  leaders,  Indonesia  and  China  agreed 
to  open  up  new  economic  and  trade  coopera- 
tion areas.  China  currently  needs  about  8 
million  tonnes  of  fertilizer  to  support  its  agri- 
cultural development.  Consequently,  as  a 
result  Indonesia  may  provide  500,000  tonnes 
for  1991  and  1.5  million  tonnes  for  1992.  On 
the  other  hand,  Indonesia  may  import 
around  1  million  tonnes  of  cement  from 
China.3  In  addition,  both  sides  have  signed  a 
memorandum  of  understanding  to  establish 
a  joint  committee  on  economic,  trade,  and 
technological  cooperation.4 

The  last  country  to  be  visited  was  Viet- 
nam. The  purpose  of  visiting  Vietnam,  was 
discussing  trade  relations  between  Indonesia 
and  Vietnam.  The  balance  of  trade  between 
the  two  countries  only  amounts  to  approxi- 
mately US$50  million  with  a  surplus  of 
US$12  million  for  Indonesia.  There  have 
been  more  opportunities  of  expanding  eco- 
nomic and  trade  cooperation  since  Vietnam 
embarked  upon  the  development  renovation 
programme  (doi  moi).  Vietnam  planned  to 
buy  1.5  million  tonnes  of  fertilizer  from  In- 
donesia. Vietnam  hoped  Indonesia  could 
supply  1  million  tonnes  of  refined  fuel  oil  to 
the  country  each  year.  On  the  other  hand, 
Vietnam  offered  20,000  tonnes  of  soybeans 
to  Indonesia. 

In  the  political  field,  both  countries  tried 
to  find  a  solution  to  various  problems  which 
remain  a  stumbling  block  in  their  relations. 
For  instance,  President  Soeharto  succeeded 
in  asking  the  Vietnamese  leaders  to  renego- 
tiate the  continental  shelf  issue  in  the  South 

3Kompas,  16  November  1990. 
AKompas,  15  November  1990. 
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China  Sea  in  order  that  exploration  and  ex- 
ploitation of  oil  in  the  border  areas  may  be 
soon  carried  out.  On  the  other  hand,  Presi- 
dent Soeharto's  visit  was  strategically  signi- 
ficant for  Vietnam's  own  international 
image.  Symbolically,  it  could  be  said  that  the 
visit  indicated  the  beginning  of  Vietnam's 
broader  involvement  in  the  international 
system  after  a  long  period  of  isolation. 

Viewed  from  Asian  regional  politics, 
President  Soeharto' s  visit  may  contribute  to 
a  comprehensive  peace  process  in  the  region, 
particularly  to  the  Cambodian  conflict.  In 
spite  of  the  previous  agreements  with  In-- 
donesia,  China,  Vietnam,  and  ASEAN 
countries  on  the  peaceful  settlement  of  the 
Cambodian  conflict,  the  results  of  talks  be- 
tween President  Soeharto  and  Chinese  and 
Vietnamese-  leaders  have  strengthened  the 
previous  commitments.  For  example,  China 
repeated  its  position  that  it  had  no  intention 
of  supporting  the  Khmer  Rouge  to  become 
the  dominant  power  in  Cambodia,  and  Bei- 
jing stated  that  it  would  not  be  difficult  for 
China  to  stop  aiding  Khmer  Rouge  with 
military  equipment.  On  the  other  hand,  Viet- 
nam also  reiterated  that  the  Cambodian 
question  presently  depends  on  the  Cambo- 
dian leaders  themselves.  This  means  that  the 
Cambodian  conflict  is  approaching  its  solu- 
tion even  though  achieving  an  agreement 
among  the  warring  factions  is  still  difficult. 

As  to  the  Cambodian  issue,  following  his 
visit  President  Soeharto  said,  should  the 
achievements  so  far  attained  fail  on  account 
of  the  uncompromising  attitude  of  Cambo- 
dian leaders  themselves,  Indonesia  would 
not  give  any  support  to  any  party  unwilling 
to  settle  the  Cambodian  problem  through 
peaceful  means.  Apparently  this  Indonesian 
stand  put  pressure  on  the  warring  factions  in 
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Cambodia  to  immediately  reach  a  com- 
promise on  their  diferences. 

Given  the  results  of  Indonesian  diplo- 
matic initiatives,  it  could  be  said  that  Jakarta 
has  the  potential  to  eliminate  residual  con- 
flicts which  characterise  inter- state  relations 
in  the  Southeast  Asian  region.  This  will  no 
doubt  give  more  opportunities  to  Indonesia 
to  revise  its  role  in  regional  politics.  The 
changes  that  have  taken  place  in  the  Asia- 
Pacific  region  should  encourage  Indonesia 
to  reassess  its  role  thus  far,  and  the  changes 
in  the  external  environment  call  for  appro- 
priate foreign  policy  adjustments.  In  this  re- 
gard, the  "active"  concept  in  Indonesia's 
basic  foreign  policy  strategy  needs  to  be 
given  more  serious  attention  than  just 
focussing  on  building  a  "free"  image. 

As  a  foliow-up  to  what  has  been  initiated 
by  President  Soeharto's  visit,  there  are  at 
least  three  points  that  should  be  paid  atten- 
tion to  by  Indonesia.  First,  Indonesia  should 
assume  a  role  in  transforming  the  residual 
conflict  between  China  and  Vietnam.  Good 
relations  between  China  and  Vietnam  con- 
stitute a  key  factor  of  establishing  stability  in 
the  region.  Second,  Indonesia  should  con- 
tinue to  play  a  role  in  opening  the  Viet- 
namese door  of  isilation.  As  the  friendliest 
country  to  Vietnam  in  the  region  Jakarta 
should  convince  Vietnam  to  join  the  non- 
communist  Southeast  Asian  countries  in 
establishing  regional  economic  cooperation. 
Third,  Indonesia  should  continue  to  build 
the  China-Indonesia- Vietnam  triangle 
dialogue  to  accelerate  the  settlement  of  the 
Cambodia  conflict. 

Establishing  cooperation  and  maintain- 
ing good  relations  with  Vietnam  should  be 
paid  attention  to  more  seriously  by  the 
ASEAN  countries.  Indonesia  does  not  want 
to  send  the  wrong  signals  to  Vietnam  with  re- 
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gard  to  its  relations  with  China.  In  this 
respect,  it  is  important  to  make  Vietnam  feel 
that  it  is  not  isolated  and  threatened  by 
others.  Therefore,  it  is  necessary  to  consider 
seriously  Vietnam's  expressed  intention  of 
expanding  good  relations  with  ASEAN.  The 
Vietnamese  want  to  build  close  relationships 
with  ASEAN  to  cope  with  the  power  shifts 
occurring  in  the  Southeast  Asian  region.  As 
is  the  case  with  some  ASEAN  countries, 
Vietnam  is  also  worried  that  the  super- 
powers' withdrawal  from  Southeast  Asia 
will  result  in  a  power  vacuum  in  the  region, 
and  China  and  Japan  would  fill  the  vacuum 
by  combining  the  Chinese  military  power 
with  Japanese  economic  power.5  In  Viet- 
nam's view,  should  this  happen,  the  South- 
east Asian  countries  would  not  be  able  to 
survive.6 

That  issue  will  be  one  of  the  most  impor- 
tant problems  for  Southeast  Asian  countries 
in  the  future.  In  dealing  with  several  possibi- 
lities in  the  future,  the  ASEAN  countries 
have  different  views  on  the  form  of  security 
arrangement  that  will  guarantee  the  stability 

5 Bangkok  Post,  19  November  1990. 

6For  more  detailed  examination  of  Southeast  Asian 
countries  concerns,  see  Rizal  SUKMA,  "Jakarta- 
Beijing  Relations  and  Security  Challenges  in  Southeast 
Asia,"  Indonesian  Quarterly,  XVIII,  4  (Fourth  Quarter 
1990). 


in  Southeast  Asia.  Singapore,  for  instance, 
has  decided  to  introduce  a  US  presence  by 
providing  it  certain  basing  privileges  to  Was- 
hington. Meanwhile,  Malaysia  and  Indone- 
sia are  not  enthusiastic  about  the  Singa- 
porean policy,  but  "as  long  as  the  agreement 
is  limited  to  the  use  of  facilities  and  not  in- 
tended to  build  permanent  military  bases, 
Kuala  Lumpur  and  Jakarta  have  no  objec- 
tions."7 

In  this  context,  a  new  configuration  of 
quadrilateral  relations  among  China,  In- 
donesia, Japan,  and  Vietnam  may  become 
more  significant.  Such  a  quadrilateral  con- 
figuration should  give  opportunities:  (a) 
to  promote  a  good  relationship  between 
China  and  Vietnam;  (b)  to  strengthen 
ASEAN-Japan  relations;  (c)  to  bridge 
Vietnam- ASEAN  relations;  (d)  to  improve 
Indonesia-China  relations;  (e)  to  expand 
China- ASEAN  cooperation;  and  (f)  to  elimi- 
nate the  possibility  of  Sino- Japanese  collu- 
tion  and  rivalry  that  could  lead  to  their  do- 
mination of  Southeast  Asia.  The  six  points 
mentioned  above  should  be  placed  in  a 
framework  of  economic  cooperation,  but  it 
is  still  important  for  the  countries  in  the 
region  to  continue  efforts  in  confidence  and 
security- building  measures. 


1  Bangkok  Post,  17  &  22  November  1990. 


Recent  Economic  Reform  in 

Indonesia 

Anwar  NASUTION 


Introduction 

DURING  the  period  of  1986-1990, 
Indonesia  has  adopted  a  series  of 
deregulation  measures  covering 
nearly  all  aspects  of  the  economy  to  increase 
the  efficiency  of  the  market  system.  From 
the  microeconomic  point  of  view,  deregula- 
tion in  Indonesia  has  three  meanings.  The 
first  is  the  lessening  of  barriers  to  market  en- 
try. Many  "strategic"  activities  which  were 
formerly  the  preserve  of  state  are  now  open 
for  private  participations.  This  issue  is 
known  as  "liberalisation"  in  economic 
literature.  The  government  avoids  using  this 
term  since  "liberalisation"  has  a  negative 
connotation  in  Indonesia's  political  jargon. 
It  refers  to  the  "cut  throat"  competition  of 
the  early  stage  of  capitalism  that  is  charac- 
terised by  the  exploitation  of  workers. 

The  second  meaning  of  deregulation  is  to 
reduce  the  rules  and  constraints  governing 

Paper  presented  at  the  Fourth  Indonesia- PNG  Con- 
ference, organised  by  the  Department  of  Foreign  Af- 
fairs, PNG  and  Centre  for  Strategic  and  International 
Studies  (CSIS).  Jakarta,  6-7  August  1990. 


the  activities  of  business  sector.  The  third 
aspect  of  deregulation  in  Indonesia  is  privati- 
sation in  the  sense  of  transfer  of  public 
ownership  to  the  private  sector.  If  this  dere- 
gulation were  to  be  judged  by  the  extent  to 
which  it  removed  the  old  order,  it  could  be 
viewed  as  more  dramatic  than  either  the 
Reagan  or  the  Thatcher  "supply  side" 
measures. 

The  fact  that  these  changes  happened  in  a 
traditionally  nationalistic  and  egalitarian 
society  makes  it  worthy  of  case  study.  Those 
responsible  for  launching  the  deregulation 
measures  were  not  ideologically  committed 
to  the  ideals  of  liberalism,  but  they  re- 
cognised that  the  national  goals  could  never 
be  realised  unless  they  adopted  liberal  eco- 
nomic policies.  Indonesia's  case  is  instructive 
for  developing  countries  which  have  been 
forced  to  recognised  the  merits  of  the  free 
market. 

The  Oil  Dependent  Economy 

Fueled  by  foreign  aid  and  loans,  and  an 
explosion  of  oil  revenue  since  1973  over  the 
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period  of  1968-1981,  Indonesia  enjoyed  a 
rapid  economic  growth  at  roughly  around  8 
per  cent  per  annum  and  a  healthy  develop- 
ment in  the  balance  of  payments.  This  how- 
ever ended  in  1981.  In  1982  the  economy 
showed  clear  symptoms  of  sickness,  and  by 
1985  the  situation  was  desperate.  As  shown 
in  Table  1 ,  the  average  annual  rate  of  growth 
in  1980-1986  declined  to  4  per  cent  or  nearly 
half  of  that  of  the  previous  decade.  The  cur- 
rent account  abruptly  changed  from  a 
healthy  surplus  of  4  per  cent  of  GDP  in  1980 
to  a  deficit  of  5.5  per  cent  in  1986.  During 
the  same  period,  the  debt  servicing  require- 
ments rose  dramatically  from  13  per  cent  of 
government  routine  spending  in  1980  (or  8.1 
per  cent  of  exports)  to  37.3  per  cent  in  1985 
(or  37.3  per  cent  of  exports). 

Why  has  the  economy  performed  so 
poorly?  This  is  partly  due  to  external  shocks, 
particularly  the  collapse  of  oil  prices.  The 
shock  has  caused  external  and  internal  im- 
balances in  the  economy  because  of  its  heavy 
dependency  on  the  oil  sector.  Ever  heavy 
since  the  first  "oil  boom"  in  late  1973,  this 
sector  has  contributed  to  more  than  20  per 
cent  of  Indonesia's  GDP  and  generated 
nearly  80  per  cent  of  its  export  earnings  and 
to  two  third  of  the  government  revenue. 

The  government  recognised  the  need  to 
reduce  the  country's  dependence  on  oil  ex- 
ports. The  government  chose  to  diversify  the 
economy  through  two  methods.  First,  the 
government  sought  to  correct  the  "Dutch 
disease"  problem  by  devaluating  the  rupiah 
and  by  directly  investing  the  "oil  money"  in 
non-boom  traded  sector.  Second,  it  en- 
couraged non-oil  exports  through  subsidies: 
concessionary  interest  rates  and  tax  sub- 
sidies. The  export  certificate  scheme  was  in- 
troduced, as  part  of  devaluation  package  in 
November  1988,  supplementing  the  existing 


duty  drawback  system.  The  scheme  refunds 
manufacturers  of  exports  tariff  and  MPO 
taxes  paid  on  imports  of  raw  materials  and 
intermediate  goods  used  in  the  manufacture 
of  the  goods  exported. 


Stabilisation  Programme  1983-1986 

Domestic  economic  policies  were  under- 
taken in  response  to  the  shocks  in  early  1980s 
has  made  matters  worse.  Confronted  with 
growing  fiscal  and  balance  of  payments  de- 
ficits, the  government  opted  to  adopt  a 
short-run  stabilisation  programme  in 
1983-1986.  The  main  objective  of  the  stabili- 
sation programme  was  to  bring  the  level  of 
domestic  aggregate  demand  in  line  with 
the  level  and  growth  of  productive  capacity 
of  the  economy.  To  improve  the  balance  of 
payments  the  programme  contains  "swit- 
ching" policies.  These  included  devaluation 
of  the  rupiah,  quantitative  control  on  im- 
ports, a  countertrade  system  for  public  sec- 
tor (including  state  enterprises)  imports,  and 
a  "deletion"  or  local  content  programme 
which  forced  domestic  producers  to  utilize 
domestic  rather  than  imported  goods. 

The  stabilisation  programme  had  suc- 
cessfully balanced  the  public  budget, 
checked  inflation  rate  and  brought  the  ex- 
change rate  to  its  market  value.  The  in- 
creasing government  intrusions  in  the  real 
sector,  however,  were  a  failure.  The  distor- 
tive  tax,  trade  and  regulatory  system  had  led 
to  the  creation  of  a  system  of  protection, 
which  was  strongly  biased  against  non-oil  ex- 
port activities.  Effective  rates  of  protection 
were  higher  for  manufacturing  than  for  the 
export  oriented  agriculture  sector.  The 
labour  intensive  "downstream"  industries 
received  low  or  even  negative  effective  rates 
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of  protection.  The  highly  regulated  economy 
reduced  productivity  growth  and  com- 
petitiveness in  international  markets.  Such  a 
system  makes  the  home  market  more  attrac- 
tive to  a  would-be  exporter;  and  raised  the 
cost  of  inputs,  so  hampering  producers  if 
they  tried  to  sell  abroad. 

Long  history  of  policy  to  nurture  do- 
mestic firms  by  providing  cheap  money,  tax 
concession  and  highly  protective  domestic 
market  have  encouraged  growth  of  debt  and 
rent-based  big  companies  and  more  capital 
intensive  methods  of  production  in  import 
substitution  industry.  The  bureaucracy  had 
been  using  its  control  over  bank  credit, 
licences  and  import  quota  to  whom  it 
thought  should  be  favoured.  Some  of  the 
companies  obtain  monopoly  and  oligopoly 
rights.  The  domestic  oriented  groups  quickly 
grew  into  giant  credit  and  rent  based  conglo- 
merates. 

The  attempt  to  avert  adverse  deteriora- 
tion in  the  balance  of  payments  by  discretio- 
nary control  on  imports,  export  bans  and 
subsidies  eroded  Indonesia's  tax  base.  At  the 
same  time,  it  failed  to  offset  the  export  bias. 
On  international  front,  Indonesia  was 
pressed  by  world  community,  particularly 
the  United  States,  to  ratify  the  GATT  Codes 
of  Subsidies  and  Countervailing  Duties  in 
March  1985.  This  required  Indonesia  to  dis- 
continue the  export  subsidies. 

In  conclusion,  the  public  budget  and  in- 
flation rate  in  Indonesia  were  under  control 
and  real  wage  was  declining  during  the 
period  of  stabilisation  in  1983-1986.  Despite 
the  progress  made  by  banking  deregulation 
on  June  1,  1983,  the  financial  sector  re- 
mained decidedly  over- regulated.  The  go- 
vernment maintained  the  liberal  capital  ac- 
count of  the  balance  of  payments  and 
realistic  effective  exchange  rate  but  there  was 


an  increasing  protectionism  in  the  trade  ac- 
count. 

This  policy,  however,  did  not  seem  to 
have  been  successful.  Deregulation  in  one 
sector  of  the  economy  without  simultaneous 
deregulation  of  other  sectors  are  certain  to 
fall  short  of  expectations.  The  discretionary 
licencing  and  trade  regime  had  caused  a  de- 
terioration in  business  climate  as  it  sup- 
pressed the  rate  of  return  of  investment.  This 
has  reduced  people's  confidence  about  do- 
mestic economic  management.  This  and  re- 
pressions in  financial  sector  has  discouraged 
domestic  savings  mobilisation  and  en- 
couraged capital  flights  as  the  domestic  rate 
of  return  cannot  match  that  in  international 
markets. 

The  Adjustment  Programme  1986- 
1990 

The  first  attempt  of  the  government  to 
restore  the  market  place  to  the  Indonesian 
economy  was  to  remove  the  two  most  repres- 
sive economic  control  on  June  1,  1983.  First, 
to  abolish  the  long-standing  credit  ceilings 
cum  selective  credit  policy.  This  reduces  the 
scope  of  Bank  Indonesia  subsidised  credit  to 
state  banks.  Second,  to  reduce  control  on  in- 
terest rates.  The  removals  of  legislative 
restrictions  on  entry  into  the  financial  sector 
and  reduction  of  reserve  requirements,  how- 
ever, were  made  in  1988.  The  relaxation  of 
barriers  of  entry  recognised  the  blurring  of 
activities  between  bank  and  NBFI  (Non 
Bank  Financial  Institution).  The  January 
1990  package  further  relaxes  the  selective 
credit  policy  and  much  reduces  subsidised  re- 
financing facility  from  the  central  bank. 

Liberalisation  or  deregulation,  however, 
cannot  be  made  overnight.  In  addition,  the 
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speed  of  adjustment  or  response  to  the  dere- 
gulation measures  vary  in  different  parts  of 
the  economy.  In  general,  product  markets 
respond  much  slower  than  financial 
markets.  This  raises  questions  of  efficiency 
and  equity  of  the  adjustment  programme. 
Because  of  these  issues,  economic  literature 
poses  an  important  question.  What  is  the 
best  order,  or  sequence,  in  which  to  carry 
out  liberalisation?  Should  liberalisation  in 
domestic  sector  precedes  deregulation  in  the 
external  account?  In  what  sequence  should 
capital  controls  and  border  protection  be  re- 
moved? This  problem  is  known  as  the  "se- 
quencing issue"  in  the  economic  literature. 

There  is  considerable  agreement  about 
the  desirability  of  the  efforts  to  minimise 
economic  distortions  and  the  element  of  re- 
form that  would  produce  a  liberal  economic 
order.  But  there  is  much  dissension  about 
the  proper  sequencing  of  such  reforms  (e.g. 
Edwards,  1986;  McKinnon,  1986;  Krueger, 
1984;  and  Lai,  1987).  The  differences  in  their 
opinions  arise  from  the  differences  in  the 
initial  conditions  of  the  countries  of  their 


studies  and  in  the  public  confidence  on  the 
credibility  of  the  governments  in  delivering 
the  reforms.  The  credibility  issue  is  impor- 
tant for  two  reasons.  First,  to  thwart  the 
political  pressures  of  the  affected  domestic 
interest  groups.  Second,  to  persuade  foreign 
creditors  to  extend  more  credit. 

The  adjustment  programme  in  real  sector 
began  with  the  overhauling  the  discretionary 
import  system  on  October  25,  1986.  This  has 
been  followed  by  reductions  in  protective 
tariffs  and  successive  reforms  in  other 
markets  designed  to  bring  about  a  pro- 
gressive decontrol  of  the  economy.  At  the 
macro  level,  more  attention  is  now  being 
paid  to  a  restructuring  in  aggregate  supply  to 
restore  growth  while  raising  domestic 
savings  to  repay  foreign  debt  and  generating 
current  account  positions  consistent  with  the 
reduced  net  external  resource  flow.  The  first 
priority  of  the  programme  is  to  move 
resources  into  the  net  export  sector.  The 
coverage  and  chronology  of  deregulation 
during  the  1983-1990  period  are  depicted  in 
Table  2. 


Table  2 

CHRONOLOGY  AND  ASPECTS  OF  THE  ADJUSTMENT  PROGRAMME  IN  INDONESIA,  1983-1990 


Policy  Instruments  Description 


Exchange  Rate  1.  Rupiah  was  devalued  by  28%  against  US  dolar  on  March  30,  1983  from 

Rp  703  to  Rp  970  per  US  dollar,  since  then  the  exchange  rate  has  been 
made  more  flexible; 
2.  Rupiah  was  devalued  by  31%  against  the  US  dollar  on  September  12, 
1986  from  Rp  1,134  to  Rp  1,644  per  US  dollar. 

Fiscal  Policy  1.  Tight  fiscal  policy,  since  1983,  marked  by: 

a.  large  capital  and  import  intensive  projects  (particularly  investment  in 
manufacturing,  petrochemicals  and  mining)  rephased  in  May  1983; 

b.  major  cutback  in  public  real  capital  spending; 
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Policy  Instruments  Description 

c.  more  resources  for  social  programmes; 

d.  restraints  on  civil  service  employment  and  salaries. 

2.  Tax  reform  enacted  in  January  1983,  involving  simplifications  of  both 
tax  structure  and  tax  administration  of  all  tax  sources,  excluding  taxes 
on  foreign  trade. 

Financial  reform  initiated  on  June  1,  1983,  involving  removal  of  credit 
and  rate  ceilings  for  state  banks'  operations,  a  reduction  in  the  scope  of 
credit  programmes  and  introduction  of  new  market- oriented  instruments  of 
monetary  control; 

A  new  set  of  deregulation  measures  introduced  in  December  1987, 
October  and  December  1988,  and  March  1989  aimed  at  enhancing  financial 
sector  prudency  and  efficiency,  and  developing  capital  markets  by,  among 
others,  opening  barriers  to  entry; 

Improved  monetary  management  to  control  inflation  and  to  curb  exchange 
rate  speculation; 

Removal  of  central  banks's  direct  credits  ("liquidity  credits")  and  major 
reduction  of  economic  sectors  covered  by  subsidized  "priority  credits"  in 
January  1990  to  curb  inflationary  pressures  and  credit  fungibility; 

Trade  Policy  1.  An  across-the-board  reduction  in  nominal  tariffs  introduced  in  April  1985, 

October  1986,  and  May  1990; 

2.  Measures  to  provide  internationally  priced  inputs  to  exporters  announced 
on  May  6,  1986,  and  May  28,  1990.  This  scheme  permits  exporters  and 
suppliers  of  inputs  for  exporters  to  bypass  the  import  licensing  system  and 
import  tariffs  or,  if  they  cannot  bypass  the  system,  to  reclaim  import 
duties,  although  the  costs  imposed  by  the  NTBs  cannot  be  rebated.  The 
import-bias  of  the  protective  system  had  been  lessened  but  not  uniformly; 

3.  Major  deregulation  of  import  licensing  system  announced  on  October  25, 
1986,  January  15,  1987,  and  May  28,  1990; 

4.  Additional  measures  to  reduce  anti-export  bias  announced  in  December 
1987  by  reducing  regulatory  framework  for  exporters; 

5.  Major  removal  of  non-tariff  barriers,  switch  of  non-tariff  to  tariff  bar- 
riers, and  general  reduction  of  tariff  rates  on  May  28,  1990.  Also  covering 
simplification  of  licensing  procedures  in  trade,  manufacturing,  health,  and 
agricultural  business,  the  policy  package  is  aimed  at  reducing  high-cost 
economy. 

Reorganization  of  customs,  shipping  and  ports  operations  announced  in 
April  1985  to  reduce  handling  and  transport  costs  for  exports  and  to 
simplify  the  administrative  procedures  governing  inter-island  and  foreign 
trade.  Further  deregulation  of  maritime  activities  announced  on  November 
21,  1988  to  reduce  costs  and  encourage  private  sector  participation,  in- 
cluding foreign  capital  and  foreign  shipping  companies; 
Measures  to  reduce  the  investment  and  capacity  licensing  requirements, 
relax  foreign  investment  regulations,  and  reduce  the  local  content  pro- 
gramme. 


Monetary  and  Financial  Policy     1 . 

2. 

3. 
4. 


Other  Regulatory  Framework       1 . 


2. 
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Effects  of  Deregulation  on  Indone- 
sian Economy 

Deregulation  has  brought  greater  effi- 
ciency and  better  allocation  of  resources  to 
the  Indonesian  economy.  An  examination  of 
data  on  the  rate  of  economic  growth,  invest- 
ment, the  balance  of  payments  and  the  do- 
mestic savings,  mobilisation  have  had  a 
salutary  effects  upon  the  Indonesian  eco- 
nomy. As  shown  in  Table  1  and  3,  the  cur- 
rent account  deficit  since  1989  has  decreased 
steadily  and  is  now  lower  than  it  was  during 
the  years  preceding  reform. 

Financial  Sector 

One  of  the  rationales  for  removing  con- 
trol on  interest  rates  and  increasing  competi- 
tion in  the  financial  sector  was  that  rising  in- 
terest rates  and  increasing  in  efficiency  of  the 
financial  system  would  lead  to  an  increase  in 
savings.  By  June  1990  the  government  has 
granted  licences  to  establish  35  new  domestic 
private  banks,  12  new  joint  venture  banks, 
194  new  village  financial  institutions,  and 
more  than  400  new  branches  offices  of  banks 
and  NBFIs.  As  it  is  fostering  more  effective 
price  signalling  in  the  economy,  the  interest 
rates  now  serve  to  channel  savings  into 
higher  earning  sectors,  increase  the  rate  of 
return  on  investment  and  enchance  the  pro- 
ductive capacity  of  the  economy. 

With  the  equity  objective  in  mind,  the 
government  introduces  two  measures  to 
secure  greater  access  of  small  scale  firms  and 
cooperatives  to  resources  from  the  financial 
system.  First,  the  October  1988  package  in- 
troduced a  maximum  lending  limits  to  in- 
siders: owners,  members  of  the  board, 
executive  directors  and  employees  of  the 
banks.  Second,  the  January  1990  regulation 


required  domestic  private  and  state  banks  to 
lend  20  per  cent  of  their  portfolio  to  medium 
and  small  scale  enterprises  and  cooperatives. 
These  and  the  widening  branch  network  as 
well  as  the  increase  in  market  competition 
will  democratise  the  access  to  banks  credits. 
The  credit  regulations,  however,  restraint 
diversification  of  the  banking  system  and  re- 
duce the  efficiency  of  resources  allocation  in 
the  economy. 

Exchange  Rate  Regime  and  Manage- 
ment 

The  exchange  rate  management  is  crucial 
for  economic  adjustment.  The  real  worry  of 
the  opponents  of  the  capital  account  liberali- 
sation is  that  it  could  lead  to  capital  inflows 
that  could  cause  overshooting  of  the  real  ex- 
change rate.  This,  however,  is  not  a  major 
problem  in  Indonesia  because  the  govern- 
ment directly  controls  the  access  of  public 
sector  (including  that  of  state  enterprises)  to 
foreign  borrowing.  In  addition,  the  moneta- 
ry authorities  set  ceilings  on  offshore  bor- 
rowings of  the  domestic  financial  institu- 
tions. 

Aside  from  those  controls,  the  foreign 
exchange  regime  has  been  relatively  free  ever 
since  1966.  The  system  is  free  of  restrictions 
on  payments  and  transfers  for  current  exter- 
nal transaction.  Beginning  with  the  unifica- 
tion of  exchange  rate  in  the  early  1970,  there 
has  been  no  surrender  requirement  for  ex- 
port proceeds,  tax  or  subsidy  on  the  pur- 
chase or  sale  of  foreign  exchange.  Foreign 
nationals  and  Indonesian  citizens  are  free  to 
open  accounts  in  Indonesia  in  the  rupiah  or 
foreign  currencies  with  banks  which  are 
authorised  to  deal  with  foreign  exchange 
transactions.  These  institutions  are  free  to 
extend  credit  in  foreign  currencies  with  a  15 
per  cent  withholding  tax  on  interest  rates. 
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Table  3 


INDONESIA:  BALANCE  OF  PAYMENTS 
(In  Million  US  Dollars) 


Year 

1975 

1980 

1985 

1986 

1987 

1988 

Current  account 

-1,164 

2,754 

-1,950 

-4,099 

-2,023 

-1,552 

Export,  fob. 

6,869 

22,609 

18,567 

14,396 

17,219 

19,509 

Oil 

5,052 

16,530 

12,549 

7,740 

8,570 

7,832 

Non-oil 

1,817 

6,079 

6,018 

6,656 

8,649 

1 1 ,677 

1 1  lipUI  I,  1UD. 

4A8 

1 J  ,HJO 

i?  7ns 

- 1Z, lUJ 

1  1  Q7ft 

1  7  707 

-  iz,zy  / 

it  flu 

- 1  J,OJ  1 

-o  /U 

-j,jy  1 

7  SAn 

-Z,  JOU 

7  181 

-z, loi 

7  77S 
-Z,ZZj 

7   1  f\1 

-z,  1UJ 

r\J  r\  n_  r\  1 1 

_A  S08 

-HtJ70 

10  OAS 

in  i4s 

0  7S7 

i  n  n77 

-  1U,U  /z 

1  1  778 
-11, /Z8 

1  I allopUI  IdllUll  dUU  LlaVCl 

OJJ 

7  111 

-Z,  1  _j  1 

-1  717 

1  AS/1 

i  7<n 

i  ns  i 
- 1  ,Uo  1 

Investment  income 

-1,339 

-3,048 

-3,311 

-3,211 

-3,660 

-4,092 

Oil 

-970 

-1,964 

-1,705 

-1,321 

-1,248 

-1,158 

Non-oil 

-369 

-1,084 
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Real  Sector 

The  most  significant  steps  taken  to  in- 
crease the  competitive  advantage  of 
manufacturing  industry  and  agriculture  sec- 
tor in  the  international  market  place  came 
with  the  removal  of  import  licensing  controls 


As  shown  in  Graph  1 ,  the  exchange  rate 
management  has  also  been  quite  favourable 
for  production  of  tradeable  goods  and  for 
non-oil  exports.  The  rupiah  was  devalued  in 
November  1978  to  cure  the  Dutch  disease, 
that  is,  the  appreciation  of  the  rupiah  due  to 
the  oil  boom. 


Graph  1 
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and  reductions  in  protective  tariffs.  The  pro- 
export  protective  system  and  the  realistic 
level  of  exchange  rate  have  helped  encourage 
both  domestic  and  foreign  private  in- 
vestments and  non-oil  exports.  Domestic 
private  investment  is  shown  in  Table  4  and 
foreign  investment  in  Table  5.  The  tables 
show  that  the  investments  are  now  more 
labour  intensive  and  export  oriented.  Table  6 
depicts  a  rapid  development  in  non-oil  ex- 
port since  1987  both  in  manufactured  goods 
and  agriculture  products. 

Pain  Economic  Adjustment 

When  the  economy  was  declining,  in 
general,  it  is  the  poor  majority  who  suffered 
most.  To  minimise  the  reduction  in  domestic 
absorption  the  government  carefully  raised 
new  borrowings,  particularly  new  conces- 
sionary loans  from  the  consortium  of 
foreign  creditors.  In  particular  Indonesia 
maximised  the  use  of  special  assistance  and 
policy  based  lendings  in  the  forms  of  untied 
fast  disbursing  programmes  and  local  cur- 
rency lending  to  provide  immediate  balance 
of  payments  support  and  local  cost  financing 
for  the  public  budget. 

To  avoid  a  political  backlash  against  the 
economic  adjustment  programme,  there- 
fore, the  sequencing  issue  must  also  address 
the  question  of  equity  aside  from  the  pro- 
blem of  efficiency.  Through  proper  fiscal 
and  price  policy,  the  government  minimised 
the  pain  of  adjustment  programme  on  the 
poor.  With  equity  objective  in  mind,  the  cut 
in  domestic  aggregate  demand  has  mainly 
fallen  on  public  investment  and  salary  com- 
ponents of  the  development  budget.  Fiscal 
allocation  has  been  designed  to  divert  more 
resources  for  social  programmes  and  for 
operation  and  maintenance  of  existing  go- 


vernment projects  which  are  likely  to  in- 
crease employment  opportunities  and  which 
yield  high  social  rates  of  return.  These  sec- 
tors are  education,  health,  agriculture,  and 
economic  infrastructures  which,  at  the  same 
time,  are  essential  for  maintaining  long-term 
growth. 

The  provisions  of  education  to  both  ur- 
ban and  rural  populace  have  contributed  to 
the  rising  productivity  in  all  sectors  of  the 
economy  and  have  thereby  increased  living 
standards.  An  integral  part  of  the  health 
programme  has  been  the  family  planning 
programme.  The  success  of  the  programme 
in  reducing  the  level  of  fertility  has  a  direct 
bearing  on  poverty.  It  reduces  dependency 
rate  and  prolong  spacing  between  children 
and  thus  improves  their  mental  and  physical 
development. 

There  is  no  general  policy  of  price  con- 
trol in  Indonesia.  However,  prices  and  user 
charges  for  state  vended,  products  are  ad- 
ministratively set  by  the  government.  To 
minimise  the  pain  of  the  adjustment  pro- 
grammes particularly  on  the  politically  sen- 
sitive urban  sector,  the  prices  of  the  basic 
needs  were  increased  gradually  by  the  go- 
vernment. One  of  the  objectives  of  the  price 
policy  is  to  enable  the  population  to  meet  a 
minimum  daily  dietary  standard  in  order  to 
eradicate  absolute  poverty. 

As  has  been  discussed  before,  the  rapid 
development  in  the  financial  system  and  the 
introduction  of  the  January  1990  credit 
regulation  provide  greater  access  of  small 
scale  firms  and  cooperatives  to  bank  credits. 


Conclusion 

Although  the  lessons  of  Indonesia's  tran- 
sition toward  a  deregulated  economy  are 
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Table  6 


COMPOSITION  OF  NON-OIL  EXPORT,  1981-1989 


1981        1982        1983        1984        1985        1986        1987        1988  1989 
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beginning  to  unfold,  policymakers  must 
recognise  that  efforts  to  deregulate  one  sec- 
tor of  the  economy  without  simultaneous 
deregulation  of  other  sectors  are  certain  to 
fall  short  of  expectation. 

Free  markets  can  work  only  where  there 
are  relatively  good  accounting  and  law 
systems.  The  efforts  to  deregulate  the  eco- 
nomy, therefore,  must  also  simultaneously 


be  followed  by  deregulations  in  other  sub- 
systems of  the  social  system. 

Financial  assistance  is  required  in  order 
to  minimise  the  cut  in  domestic  expenditure. 
To  achieve  both  of  the  efficiency  and  equity 
objectives  of  the  programme,  its  sequence 
must  be  set  according  to  the  initial  condi- 
tions of  the  economy  and  to  the  social  setting 
of  the  country. 
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The  Role  of  the  Private  Sector 

in  Indonesia: 
Deregulation  and  Privatisation 


Mari  PANGESTU 


Introduction 

MAJOR  changes  in  the  direction  of 
policy  changes  in  Indonesia  can  be 
linked  to  major  political  and  eco- 
nomic changes.  In  the  old  order  period 
under  President  Soekarno  (1945-1965),  the 
economy  was  dominated  by  "state  owned 
enterprises"  (SOE)  many  of  which  were  na- 
tionalised Dutch  companies  and  the  regula- 
tory system  was  heavily  state  interventionist. 
However,  in  the  new  order  period  under 
President  Soeharto  (1966-present)  much  of 
this  was  liberalised  and  the  technocrats  who 
occupied  key  economic  ministries  tended 
towards  market  oriented  policies.  As  pointed 
out  by  Sadli  (1988)  the  new  order  govern- 
ment adopted  a  more  "pragmatic  approach" 
which  entailed  a  policy  blend  of  "...  old 
ideological  commitments  embedded  in  the 
1945  Constitution  and  trying  to  accommo- 
date with  the  requirements  of  the  growth  of 

Paper  presented  at  PECC  Pacific  Economic  Out- 
look (PEO),  Structural  Issues  Part  Meeting,  Kyoto,  Oc- 
tober 11-12,  1990. 


the  economy  ..."  (Sadli:  1988,  p.  210). 

Nevertheless,  the  role  of  state  owned 
enterprises  increased  during  the  oil  boom 
years  of  1973-1982.  Oil  revenues  was  used  to 
finance  upstream  import  substitution  and 
"strategic"  government  projects,  and  the  re- 
gulatory environment  became  more  protec- 
tionist and  restrictive.  However,  the  capital 
account  remained  open  with  free  movement 
of  foreign  exchange. 

The  rationale  for  the  strong  presence  of 
the  State  in  the  economy  is  based  on  Article 
33  of  the  Republic's  constitution  which  man- 
dates that  "branches  of  production  impor- 
tant for  the  State  and  of  dominating  interest 
to  the  livelihood  of  the  masses  of  the  people 
have  to  be  controlled  by  the  State".1  This  is 
usually  interpreted  as  stating  that  economic 
activities  which  concern  the  daily  life  of  the 
people  should  be  controlled  by  the  govern- 
ment through  state  enterprises. 

'As  pointed  out  by  Sadli  (1988),  the  approach  re- 
flected the  influence  of  socialist  traditions  of  Western 
Europe  before  World  War  II  on  the  founding  fathers  of 
the  Republic. 
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While  this  rationale  still  prevails,  evident 
changes  in  the  policy  orientation  began  with 
oil  prices  falling  in  1982/1983,  but  really 
gathered  momentum  when  oil  prices  de- 
clined rapidly  in  1986.  At  this  stage  most  of 
the  reforms  have  been  directed  towards  dere- 
gulation in  terms  of  reducing  the  role  of  the 
government  sector  in  the  economy,  rather 
than  on  privatisation  of  the  state-owned 
enterprises.  The  move  towards  privatisation, 
defined  in  the  broader  sense  of  transfer  of 
ownership  or  management  from  public  to 
private  hands,  is  at  the  formulation  stage.  It 
is  likely  to  be  a  gradual  process  considering 
the  problems  ~  conceptual,  political  and 
practical  -  associated  with  the  process. 

Deregulation:  Increased  Role  of  Pri- 
vate Sector 

During  the  oil  boom  years,  Indonesia's 
industrialisation  policy  was  oriented  toward 
import  substitution  and  become  increasingly 
protectionist.  The  emphasis  beginning  from 
the  mid  1970s  was  on  developing  a  broad 
industrial  base  comprising  upstream  and 
strategic  industries,  many  of  which  were 
state-owned  such  as  steel,  cement  and  ferti- 
lisers. The  availability  of  oil  revenues  made 
this  possible. 

As  oil  prices  began  to  decline  in  the  early 
1980s,  the  government's  response  was  initial- 
ly ambivalent  (see  Table  1  for  summary  of 
deregulation  measures).  On  the  one  hand,  it 
undertook  appropriate  macroeconomic 
stabilisation  measures.  Government  projects 
were  postponed,  spending  was  reduced,  a  tax 
reform  was  introduced  to  increase  govern- 
ment revenues  and  a  50%  devaluation  of  the 
Rupiah  was  undertaken  in  1983.  Govern- 
ment budget  cuts  included  reducing  the  sub- 


THE  INDONESIAN  QUARTERLY,  XIX71 

sidy  by  the  government  to  SOEs  in  the  form 
of  capital  participation. 

In  addition,  deregulation  of  the  banking 
sector  was  introduced  in  1983,  in  which  in- 
terest rate  control  on  deposits  as  State  Banks 
and  credit  ceilings  were  removed.  At  the 
same  time  the  plan  to  reduce  liquidity  credits 
from  the  Central  Bank  was  announced.  The 
deregulation  increased  competition  faced  by 
State  Banks.  Prior  to  deregulation,  state 
banks  effectively  functioned  as  a  funnel  for 
oil  money.  They  were  provided  funds 
through  liquidity  credits  from  the  Central 
Bank  at  low  interest  rates,  were  recom- 
mended which  sectors  to  lend  to  and  at  what 
interest  rates.  Deregulation  reduced  the 
source  of  cheap  funds  from  liquidity  credit 
and  forced  State  Banks  to  compete  with 
private  banks  for  deposit  funds. 

Part  of  the  credit  allocation  program 
financed  by  liquidity  credits  which- was  re- 
duced by  the  Central  Bank  was  transferred 
to  SOEs  for  new  investments.  Since  SOE 
were  not  allowed  to  borrow  independently 
from  foreign  sources  as  a  result  of  the  Per- 
tamina  (Perusahaan  Tambang  Minyak  Ne- 
gara)  crisis,  they  had  to  turn  to  the  do- 
mestic banking  sector.  At  the  time  there  was 
a  fear  that  borrowing  from  SOEs  would 
crowd  out  private  borrowing. 

On  the  other  hand,  industrial  and  trade 
policy  became  more  protectionist.  An  ap- 
proved importers  system  was  introduced  at 
the  end  of  1982  through  which  imports  of 
certain  categories  could  only  be  imported  by 
licensed  importers.  During  the  1983-1985 
period  the  number  of  approved  importers  in- 
creased substantially.  Approved  importers 
providing  monopoly  rights  to  imports  were 
usually  State  Trading  companies.  Import  of 
raw  materials  such  as  plastics  were  awarded 
to  the  State  Trading  companies  which  in  turn 
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appointed  a  sole  agent  to  undertake  the  im- 
porting. The  justification  for  the  approved 
importers  system  was  that  there  was  greater 
bargaining  strength  vis  a  vis  the  foreign  sup- 
plier if  imports  were  carried  out  by  one  im- 
porter. 

Another  type  of  import  licence,  the 
producer-importer  category,  gave  the  right 
to  import  a  product  to  the  producer  of  the 
product  and  this  applied  to  SOEs  in  steel  and 
tin.  The  justification  being  that  only  the  pro- 
ducer would  know  how  much  to  import  in 
order  to  stabilise  domestic  supply  and  prices. 

Only  when  oil  prices  declined  rapidly 
beginning  in  1985  and  especially  in  1986,  did 
political  will  become  strong  enough  to 
undertake  substantive  reforms  (see  Table  1 
for  a  summary  of  reforms).  In  April  1985,  a 
very  important  deregulation  was  the  privati- 
sation of  the  customs  operations,  long 
known  to  be  a  source  of  "high  cost  eco- 
nomy". The  customs  function  of  the 
customs  department  was  replaced  by  a  pri- 
vate Swiss  surveying  company,  Swiss 
Generale  Surveyor  (SGS).  For  a  country 
whose  nationalism  has  been  known  tb  in- 
fluence economic  policy,  this  step  was  in- 
deed an  important  one  and  provided  a  very 
important  signal  regarding  the  seriousness  or 
pragmatism  of  the  government  in  facing  the 
adverse  economic  circumstances. 

A  series  of  reforms  in  the  real  sector 
followed.  The  processing  of  duty  drawback 
or  exemption  scheme  for  imports  used  in  ex- 
ports was  improved.  The  procedure  for 
licencing  and  approvals  of  investments  was 
also  simplified,  including  finally  the  removal 
of  the  complicated  list  of  priority  activities 
and  replacement  with  a  simpler  negative  list 
in  May,  1990.  Relaxation  on  regulations 
governing  foreign  investment  such  as  allow- 
ing 95%    foreign   ownership   in  export 


oriented  activities  and  allowing  joint  ven- 
tures to  distribute  their  own  products,  were 
introduced.  Non-tariff  barriers  were 
gradually  removed  and  replaced  by  tariffs 
during  1986-1990  and  this  has  progressively 
reduced  the  monopoly  rights  to  import  by 
State  Trading  companies  and  SOEs  in  the 
steel  and  tin  sub  sectors. 

In  1988  substantive  deregulation  of  the 
financial  sector  was  undertaken.  In  October 
1988  the  banking  sector  was  deregulated 
which  substantially  increased  the  competi- 
tion faced  by  State  Banks.  The  comprehen- 
sive deregulation  included  allowing  new  en- 
try (domestic  and  joint  venture  banks), 
opening  up  new  foreign  exchange  licence, 
relaxing  branching  requirements.  One  im- 
portant part  of  the  deregulation  is  that  SOE 
are  no  longer  required  to  keep  their  deposits 
at  State  Banks,  thus  potentially  removing  a 
large  source  of  captive  funds  for  State 
Banks.  Around  40%  of  deposits  at  State 
Banks  come  from  SOEs.  The  capital  market 
was  deregulated  in  December  1988,  whereby 
restrictions  on  the  operations  of  the  capital 
market  was  removed  and  a  reduction  in 
government  role.  Finally  there  has  been 
deregulation  of  maritime  and  port  services. 
This  entailed  the  removal  of  restrictions  on 
the  choice  of  international  carriers  and  de- 
regulation with  regard  to  inter  island  ship- 
ping. 

State  Owned  Enterprises:  The  Long 
Road  to  Privatisation? 

Substantive  deregulation  of  SOEs  was 
undertaken  at  the  beginning  of  the  new  order 
period.  In  a  1966  cabinet  instruction,  sub- 
sidies were  stopped  except  for  public  utili- 
ties, utilisation  of  funds  earned  by  SOEs  was 
to  be  clarified  and  managers  were  to  be  given 
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more  autonomy.  In  a  1967  Presidential  in- 
struction reorganisation  of  the  status  of 
SOEs  was  also  undertaken  whereby  SOEs 
were  to  be  converted  from  their  designation 
as  Perusahaan  Negara  (PN)  or  State  Corpo- 
rations to  be  three  new  categories:  Perusaha- 
an Jawatan  (Perjan)  or  Government  Agen- 
cies, Perusahaan  Umum  (Perum)  or  Public 
Corporations  and  Perusahaan  Perseroan  or 
Limited  Liability  Companies. 

The  three  types  of  companies  are  pro- 
gressively commercially  oriented.  A  Govern- 
ment Agency  operates  in  the  public  service 
area  under  a  government  department  and  is 
financed  out  of  the  government  budget.  A 
Public  Corporation  operates  in  an  area  con- 
sidered to  be  vital  to  the  welfare  of  the 
public,  is  wholly  government-owned  and  is 
controlled  by  the  relevant  line  ministry.  It  is 
supposed  to  generate  its  own  income  and  not 
be  subsidised.  Finally,  a  government  limited- 
liability  company  has  its  share  owned  wholly 
or  partly  by  the  government  as  represented 
by  the  Department  of  Finance.  By  definition 
it  is  a  profit-oriented  entity  subject  to  the  In- 
donesian Commercial  Code  governing  pri- 
vate limited-liability  companies.  It  should  be 
noted  that  there  are  other  SOEs  which  are 
covered  under  special  and  separate  legisla- 
tion. 

The  conversion  in  status  was  aimed  at  in- 
creasing the  flexibility  of  operations  of  the 
SOEs  and  to  thus  facilitate  the  long  term  aim 
of  the  government  to  sell  part  or  all  of  its 
shares  in  government  limited  liability  com- 
panies. SOEs  justified  under  public  goods 
welfare  arguments  will  remain,as  one  of  the 
other  categories. 

The  conversion  process  took  longer  than 
expected  not  just  because  of  procedural  mat- 
ters such  as  revaluation  of  assets,  but  due  to 
reluctance  of  line  ministries  to  relinquish 


control  to  the  Department  of  Finance.  Pre- 
sently, out  of  the  212  SOEs  owned  by  the 
central  government,2  the  largest  number 
(155)  are  in  the  limited  liability  category  (122 
wholly  owned  and  33  joint  ventures)  and  are 
spread  out  over  the  agriculture  estates, 
manufacturing,  mining  and  services  (airline, 
state  trading  companies)  sectors.  There  are 
33  SOEs  classified  as  Public  Corporations, 
mostly  in  provision  of  infrastructure  with 
the  most  important  ones  being  power  gene- 
ration {Perusahaan  Listrik  Negarcu-  PLN), 
telecommunications  (Perusahaan  Umum 
Telekomunikasi  -  Perumtel),  ports  (Perusa- 
haan Umum  Pelabuhan  -  Perum  Pelabuh- 
an),  housing  (Perusahaan  Perumahan  Na- 
sional-  Perumnas)  and  gas  (Perusahaan  Gas 
Negara  -  Perum  Gas  Negara).  Only  two 
SOEs  are  classified  as  Government  Agencies, 
the  most  important  one  being  railways.  In 
addition  there  are  9  special  status  SOEs,  the 
state  owned  oil  company  Pertamina  and  the 
8  state  banks.  The  remaining  (13)  are  still 
classified  under  the  old  definition. 

In  terms  of  number  of  SOEs  by  sector, 
the  major  sectors  are  industry  with  54  enter- 
prises, agriculture  with  41  and  finance  with 
32  (see  Table  2).  Most  of  the  joint  ventures 
are  in  the  industrial  sector.  Of  course  in 
terms  of  value  added,  capital  formation  and 
profits  one  gets  a  different  picture.  Unfor- 
tunately the  latest  comparable  figures  that 
could  be  obtained  are  for  1982  (see  Table  3). 
From  these  figures  it  can  be  observed  that  in 
terms  of  value  added,  the  industrial  and 
finance  sectors  dominate.  Whereas  in  terms 
of  capital  formation  as  can  be  expected,  the 
highest  shares  are  for  the  electricity,  gas  and 
water,   industry  and  agriculture  sectors. 
Whereas  the  largest  contributors  to  profits 
are  the  financial  and  industrial  sectors: 

2There  are  SOEs  owned  by  the  regional  government 
also. 
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Table  4  provides  a  picture  of  the 
changing  share  of  government  ownership  in 
the  industrial  sector.  The  share  of  govern- 
ment ownership  in  total  manufacturing  sec- 
tor has  fallen  slightly  from  28%  in  1975  to 
24.4%  in  1985.  If  the  oil  refining  sector  was 
included,  then  the  government  share  would 
have  increased.  In  terms  of  sectoral  break- 
down, there  has  been  a  shift  from  govern- 
ment to  private  ownership  of  basic  needs 
such  as  food  and  textiles,  and  other  sectors 
such  as  printing  and  publishing,  rubber  pro- 
ducts, pottery  and  China,  glass  products,  ce- 
ment and  other  non  metallic  minerals.  For 
the  food,  beverages  and  cement  sub:sectors, 
despite  the  increased  role  of  private  sector, 
the  share  of  SOEs  is  still  around  one  third. 
Furthermore,  in  line  with  the  broad  based  in- 
dustrialisation policy,  there  has  been  an  in- 
crease and  dominance  in  government  owner- 
ship of  the  more  capital  intensive  "strategic" 
or  upstream  industries  such  as  basic  chemi- 
cals (petrochemicals,  fertilizers),  basic 
metals  (steel,  aluminium  and  tin)  and  non 
electrical  machinery. 

During  the  oil  boom  years  (1973-1981) 
and  early  period  of  oil  price  decline  (1982- 
1985),  reorganisation  and  restructuring  of 
SOEs  did  not  become  priority.  In  fact  oil  re- 
venue was  used  to  subsidise  SOEs  under  the 
budget  item  of  government  capital  participa- 
tion. Furthermore,  new  SOEs,  were  set  up 
with  infant  industry  and  "strategic"  in- 
dustry arguments.  The  stated  objectives  of 
SOEs  are:  to  act  as  an  agent  of  development, 
contribute  to  state  revenues,  provision  of 
basic  goods  and  services  for  the  general 
public,  pioneer  activities  which  promote  or 
complement  private  sector  development,  and 
generate  income  and  profits.3 


3 As  stated  in  Government  Regulation  no.  3,  1983. 


It  should  be  noted  that  capital  expen- 
diture on  SOEs  has  been  an  important  item 
in  government  expenditure,  given  the  strong 
presence  of  state  enterprises  in  the  economy. 
There  are  at  least  two  important  underlying 
reasons.  First,  the  emphasis  on  the  size  of 
SOEs  and  the  fact  that  most  of  the  sectors 
deemed  to  justify  the  role  of  SOEs  require 
large  capital  investments.  As  Arndt  (1975) 
points  out,  this  obsession  for  "bigness"  led 
to  investment  by  the  government  in  the  PT 
Krakatau  Steel  plant.  Second,  SOEs  are 
usually  immune  to  bankruptcy.  Whatever 
the  losses  and  problems  are,  a  SOE  can 
usually  rely  on  the  government  for  a  capital 
injection. 

As  oil  prices  began  to  fall,  the  increasing 
resource  gap  between  government  invest- 
ment and  saving  is  met  by  external  borrow- 
ing in  the  case  of  Indonesia  since  the  govern- 
ment does  not  want  to  borrow  domestically. 
The  resource  gap  (investment  minus  savings) 
of  public  enterprises  indicates  a  significant 
deficit,  namely  an  average  of  4.8%  of  GDP 
in  the  period  of  1980-1983.  However,  as  ex- 
pected, the  shift  in  policy  with  regard  to 
financing  of  SOEs  led  to  a  decline  in  the 
percentage  to  2,8%  by  1986.  The  govern- 
ment has  reduced  the  subsidy  provided  to 
SOEs  in  the  fofm  of  capital  participation 
through  the  budget  and  has  recommended 
that  SOEs  turn  to  the  commercial  market  for 
investment  financing  through  borrowings 
(external  and  domestic)  and  the  issuance  of 
bonds. 

Part  of  the  government's  external  debt 
has  been  used  by  SOEs  through  the  me- 
chanism of  two  step  loans.  For  some  enter- 
prises such  as  cement,  fertilizer  and  alu- 
minum plants,  the  two  step  loan  is  an  impor- 
tant source  of  financing.  As  far  as  bank 
credits  are  concerned,  private  sector  bor- 
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rowers  are  in  direct  competition  with  SOEs 
which  often  enjoy  special  privileges  because 
their  activities  fall  into  the  category  of 
priority  areas  of  development.  However,  it  is 
unclear  to  what  extent  these  privileges  have 
meant  crowding  out  private  sector  borrowers 
as  feared.  As  for  using  bonds,  only  one 
SOE,  PT  Jasamarga,  which  has  the  contract 
to  build  and  operate  the  toll  roads,  has 
issued  bonds. 


Restructuring  Strategies 

Only  when  oil  prices  plummeted  in  1986 
did  the  government's  resolve  to  increase  the 
role  of  the  private  sector  become  priority. 
Along  with  the  other  economic  reform  ef- 
forts, since  1988  several  government  policy 
announcements  mark  the  beginning  of 
privatisation  efforts. 

Two  decrees  introduced  during  the  Octo- 
ber 1988  -  June  1989  period  establish  a  set  of 
financial  soundness  measures  covering  profi- 
tability, liquidity  and  solvency,  which  are  us- 
ed to  rank  the  individual  SOEs  (see  Table  5 
for  summary  of  decrees).  To  date  189  out  of 
then  212  SOEs  have  been  classified  into  four 
categories:  very  sound,  sound,  less  sound 
and  unsound  based  on  financial  data  from 
1985-1988.  The  soundness  criteria  and  consi- 
deration of  the  type  of  goods  and  services 
provided  by  the  SOEs,  are  in  turn  used  as  a 
criteria  to  determine  the  appropriate  corpo- 
rate restructuring  option  for  the  SOEs  by  the 
Department  of  Finance  and  the  line  minis- 
tries (see  Table  5).  Seven  different  options 
are  set  out:  change  in  legal  status;  sale  of 
stock  on  the  stock  exchange;  direct  place- 
ment of  stock;  consolidation  or  merger;  sale 
of  company  to  third  party;  establishment  of 
a  joint  venture;  and  liquidation. 


Accompanying  this  initial  framework  for 
restructuring  of  SOEs,  measures  to  improve 
the  management  of  SOEs  were  introduced  in 
the  1989-1990  period.  First,  the  requirement 
for  SOEs  to  prepare  long  term  (five  year) 
strategy,  annual  budget  and  annual  cor- 
porate plan  to  be  used  by  management  com- 
prising the  Board  of  Directors,  Board  of 
Commissioners   and   Supervisors,  line 
ministries  and  Department  of  Finance.  The 
objective  is  to  improve  the  system  of  accoun- 
tability and  control  of  SOEs.  Second;  finan- 
cial compensation  for  commissioners/  super- 
visors and  directors  of  SOEs  was  to  be  made 
more  flexible.  Financial  renumeration  was  to 
be  related  to  the  job  description  of  the  in- 
dividual; performance  criteria  of  the  SOE 
such  as  soundness  and  profitability;  and  size 
of  the  SOE  based  on  assets. 

Additional  Distribution  Objectives 

In  line  with  the  tendency  in  policy  toward 
distribution  objectives  for  political  and  other 
reasons  towards  late  1989  and  1990,4  in  1989 
the  SOEs  were  also  called  upon  to  contribute 
part  of  their  profits  to  the  development  of 
the  weak  economic  sector  and  cooperatives. 
SOEs  are  required  to  contribute  1-5%  of 
their  profits  to  finance  the  development  of 
these  two  sectors  in  terms  of  improving 
managerial  skills,  technical  assistance,  provi- 
sion of  working  capital  including  raw 
materials,  marketing  assistance  and  pro- 
viding bank  guarantees  to  cover  loans.  Many 
have  interpreted  this  policy  as  an  added 
burden  to  SOE. 

4In  January  1990,  the  President  called  upon  private 
companies  to  contribute  up  to  25%  of  their  shares  to 
cooperatives.  The  request  was  followed  by  a  stronger 
plea  in  March  1990  in  which  30  of  the  biggest  companies 
were  called  at  a  meeting  which  was  televised  and  in 
which  he  repeated  the  plea.  Most  companies  have  agreed 
to  comply  with  around  1%  of  their  shares. 
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Effects  of  Deregulation:  An  En- 
couraging Beginning 

No  doubt  the  improved  investment 
climate  and  removal  of  regulations  that  led 
to  a  high  cost  economy  have  had  positive  ef- 
fects on  growth  of  GDP,  private  investment 
(foreign  and  domestic),  and  non-oil  export 
growth.  The  growth  rate  of  GDP  reached  a 
peak  of  7.4%  in  1989  compared  with  2%  in 
1985.  Non-oil  exports  increased  at  about 
30%  in  the  1987-1988  period  and  by  19%  in 
1989.  Growth  in  non-oil  exports  have  slowed 
down  in  1990  (7.3%  p. a.  up  to  June  of  this 
year)  due  to  the  fall  in  commodity  prices 
(commodity  related  non-oil  exports  com- 
prise close  to  half  of  non-oil  export).  How- 
ever, growth  in  manufactured  exports  still 
remained  relatively  high  at  around  15%  p. a. 
up  to  June  1990. 

Private  investment  and  consumption 
growth  are  clearly  on  the  rise  and  have  been 
the  main  source  of  growth  up  to  1988  due  to 
the  government  austerity  programme.  Only 
in  1989  when  the  government  once  again  in- 
creased spending  did  the  growth  also  come 
from  the  government  sector.  The  aim  was 
for  private  sector  investment  to  reach  55% 
of  total  investment  by  the  end  of  the  current 
five  year  plan  (1993/1994).  Approved  do- 
mestic and  foreign  investments  have  more 
than  doubled  compared  with  1988.  For  the 
period  January-September  1990,  approved 
domestic  investment  had  reached  Rp.  47.1 
trillion  (US$25  billion)  and  approved  foreign 
investment  had  reached  US$7  billion,  com- 
pared with  Rp.  15.7  trillion  and  US$3.5 
billion  in  1988. 

Deregulation  of  the  banking  sector  has 
reduced-  the  role  of  state  banks  in  the  bank- 
ing sector,  although  they  are  still  dominant. 
Since  deregulation,  52  new  domestic  banks 


(excluding  the  small  Peoples  Credit  Banks), 
15  new  joint  ventures  and  numerous  bran- 
ches have  opened.  Some  trends  are  provided 
in  Tables  6  and  7.  In  terms  of  assets  the 
growth  of  assets  of  private  banks  was  much 
higher  than  state  banks,  although  in  the  cur- 
rent deregulation  phase  (since  1988)  the 
assets  of  state  banks  has  also  increased  at  a 
high  rate.  As  such  the  share  of  state  banks 
out  of  total  assets  declined  from  79%  in  1980 
to  68%  in  1989.  The  increase  in  share  has 
mostly  gone  to  private  national  banks,  while 
the  share  of  foreign  banks  has  also  declined. 

Similar  trends  are  evident  by  looking  at 
growth  in  outstanding  credits  and  deposits 
of  the  banking  system  (Table  7).  Growth  of 
bank  credit  was  much  higher  for  private  na- 
tional banks  than  state  banks  and  other 
types  of  banks.  As  a  result,  the  share  of 
credit  from  state  banks  declined  from  78% 
to  60%  in  the  1983-1990  period  and  it  was  all 
absorbed  by  the  national  private  banks 
whose  share  increased  from  12%  to  32%  in 
the  same  period.  Once  again  growth  rates  of 
deposits  for  national  private  banks  was 
much  higher  than  state  banks  and  the  share 
of  deposits  of  state  banks  declined  from 
64%  to  53%  in  the  1983-1990  period  while 
that  of  private  national  banks  increased 
from  24%  to  41%  in  the  same  period.  The 
share  of  deposits  at  foreign  banks  also  de- 
clined. 

Thus,  deregulation  which  opened  up 
competition  between  state  and  private  banks 
has  in  fact  pushed  the  growth  of  private 
banks  more.  Elsewhere  it  has  been  shown5 
that  at  least  in  response  to  the  1983  deregula- 
tion the  cost  of  financial  intermediation 
(interest  rate  spread  between  lending  and 

5See  John  Chant  and  Mari  Pangestu,  "Financial  In- 
termediation in  Indonesia",  mimeographed  (Jakarta, 
1987). 
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deposit  rates)  as  a  measure  of  efficiency  of 
the  banking  sector  has  declined  for  both 
state  and  private  banks.   However,  the 
decline  has  been  greater  for  private  banks. 
After  the  1983  deregulation,  several  of  the 
state  banks  did  undertake  reorganisation  ex- 
ercises. The  most  notable  one  being  the 
largest  state  bank,  BNI  1946,  which  laid  off 
600  people  and  undertook  a  massive  ongoing 
reorganisation  effort  including  computerisa- 
tion. It  is  too  early  to  tell  the  effects  of  the 
current  deregulation  on  efficiency,  but  some 
rough  calculations  on  interest  rate  spreads 
do  indicate  a  decline  from  an  average  spread 
of  around  5%  to  4%.  However,  the  current- 
liquidity  squeeze  and  rising  interest  rates 
have  probably  changed  the  situation. 

As  for  the  capital  markets,  up  to  August 
1990,  the  number  of  listed  companies  have 
increased  to  1 14  (compared  with  24  in  1988) 
with  market  capitalisation  reaching  Rp.  15.1 
trillion  or  US$8  billion. 


State  Owned  Enterprises:  Growth, 
Budgetary  Impact  and  Performance 

Several  aggregate  growth  indicators  of 
SOEs  indicate  that  the  assets,  sales  and  pro- 
fits of  SOEs  increased  substantially  in  the  oil 
boom  years  (shown  in  Table  8  as  1978/1979- 
1983/1984).  These  numbers  also  indicate  the 
"bigness"  of  the  SOEs.  Indeed  sales  as  a 
percentage  of  GDP  reached  27%  and  de- 
clined slightly  after  that.  There  has  been 
some  increases  in  the  1983/1984  -  present 
period,  but  due  to  government  revenue  con- 
straints, the  growth  has  slowed  down.  Sales 
grew  faster  than  assets,  indicating  some 
measure  of  a  better  utilisation  of  assets. 

As  mentioned  earlier,  Government  sub- 
sidy to  SOEs  in  the  form  of  capital  participa- 


tion and  loans  have  declined  with  the  fall  in 
oil  revenues.  It  has  been  stated  that  only 
strategic  industries  will  continue  to  receive 
capital  participation  by  the  government. 
Table  9  shows  the  compound  growth  rate  of 
36%  (14%  in  dollar  terms  --  there  were  two 
devaluations  in  this  period)  of  capital  par- 
ticipation by  the  government  in  the  latter 
half  of  the  oil  boom  years  (1978/1979-1983/ 
1984)  can  be  contrasted  with  the  decline  of 
21%  in  the  latter  period  (1983/1984-1989/ 
1990).   Some  sectors  have  also  stopped 
receiving  subsidy  -  notably  SOEs  in  agri- 
culture, mining,  banking  and  trade.  SOEs  in 
the  industrial  sector  continue  to  receive  the 
highest  amount  of  capital  participation  but 
at  a  lower  rate  than  before. 

In  terms  of  the  estimated  contribution  of 
SOEs  to  the  budget  in  terms  of  taxes, 
dividends  and  other  transfers,  the  percentage 
contribution  declined  in  the  oil  boom  years, 
but  has  since  improved  (see  Table  10).  On 
the  revenue  side  of  the  budget,  SOE  contri- 
butions appear  under  domestic  revenues  as 
part  of  the  income  tax  of  limited  liability 
companies  and  transfer  of  dividend/profits 
of  SOEs  which  are  classified  as  part  of  non- 
tax revenues. 

In  line  with  improvement  of  tax  collec- 
tion, taxes  from  limited  liability  SOEs  ap- 
pear to  have  increased  recently.  As  the  role 
of  oil  revenues  out  of  total  revenues  declined 
and  the  role  of  income  tax  increased  in  the 
post  1983/1984  period,  so  did  the  contribu- 
tion of  limited  liability  SOEs  income  tax  out 
of  income  tax  and  total  domestic  revenues. 
The  increased  contribution  of  liability 
limited  SOEs  to  taxation  is  probably  more 
due  to  the  improvement  in  tax  collection 
rather  than  improved  performance  of  SOEs. 

The  value  of  dividends,  share  of  profits 
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and  other  transfers6  have  also  increased 
since.  1983/1984,  with  its  share  out  of  non- 
tax revenues  also  increasing.  However,  even 
though  the  contribution  of  SOEs  to  budget 
revenues  has  increased  from  4.4%  in  1973/ 
1974  to  7%  in  the  1989/1990  budget  year,  it 
still  remains  low.  Furthermore,  if  dividends/ 
profits  are  compared  with  total  assets,  the 
amount  of  contribution  is  still  very  small 
--  amounting  to  only  around  0.1%  until  it 
recently  increased  to  0.5%  in  1989/1990. 
There  remains  great  potential  to  increase 
SOE  contribution  to  government  revenues. 

The  net  budgetary  impact  of  SOEs7  can 
be  seen  in  the  next  table  (Table  11).  The  net 
budgetary  impact  has  become  less  negative 
(as  %  of  GDP)  due  to  the  fall  in  capital  par- 
ticipation of  the  government  in  SOEs.  From 
Table  11  it  can  also  be  seen  that  since  1982, 
profitability  has  risen  to  about  5.2%  in  1989 
compared  with  only  2.3%  in  1983.  The  in- 
crease can  be  attributed  mainly  to  rising  pro- 
fit margins  rather  than  increased  production 
or  government  transfers,  and  is  related  to  in- 
creased price  setting  flexibility.  Non- 
operating  performance  has  also  improved  as 
can  be  seen  by  the  fall  in  the  discrepancy  be- 
tween the  after  tax  profit  and  operating 
margins.  Falling  capital  structure  ratios  have 
also  occurred,  especially  after  1986-1987. 

However,  despite  the  improvements,  the 
rate  of  return  on  SOEs  remain  low  compared 

transfers  to  the  government  from  SOEs  other  than 
income  tax  of  limited  liability  SOEs,  comprise  of  de- 
velopment contributions  (Dana  Pembangunan  Semesta) 
from  Perum/PN  SOEs,  share  of  profits  from  State 
Banks  and  dividends  from  limited  liability  companies. 

7Tax  receipts  are  not  included  in  the  calculation  be- 
cause the  concept  of  fiscal  burden  implies  the  cost  of 
keeping  enterprises  in  the  public  sector  by  the  govern- 
ment; that  is,  if  private,  the  enterprise  would  still  have 
to  make  the  tax  payment. 


with  the  general  rate  of  return  to  investment 
in  the  economy  (about  13-22%  between 
1982-1988)  or  in  relation  to  the  real  rates  of 
interest  on  cost  of  capital  (over  10%  p. a.). 
The  bulk  of  profits  are  also  concentrated  in  a 
few  sectors,  mainly  banking  and  industry. 
The  current  level  of  profits  is  still  low  com- 
pared with  the  investment  needs. 

Of  course  financial  performance  in- 
dicators fail  to  capture  the  "true"  perfor- 
mance of  SOEs.  The  performance  of  state 
enterprises  is  affected  by  factors  which  are 
external  to  the  enterprise  and  can  act 
favourably  or  unfavourably  on  its  perfor- 
mance. Government  policy  can  often  con- 
straint the  operations  of  SOEs.  However,  on 
the  other  hand,  policies  such  as  the  exclusive 
right  of  operation,  preferential  access  to 
capital  market  and  immunity  against  bank- 
ruptcy put  SOEs  in  a  favourable  position 
compared  with  its  private  sector  com- 
petitors. 

Restructuring  Efforts 

The  result  of  the  evaluation  of  the  189 
SOEs  indicate  that:  92  are  considered  un- 
sound, 37  less  sound,  25  sound  and  35  very 
sound.  Restructuring  options  have  been  re- 
commended for  each  SOE  thus  classified. 
For  instance,  the  government  is  tentatively 
planning  the  partial  divestiture  of  over  52 
SOEs,  presumably  out  of  the  60  classified  as 
sound  or  very  sound,  through  the  sale  of 
stock.  There  are  currently  also  plans  to  liqui- 
date several  unsound  SOEs. 

It  is  too  early  to  tell  what  will  be  the  out- 
come of  this  restructuring  exercise,  but  se- 
veral plans  for  SOEs  in  the  different  sectors 
have  been  revealed  to  be  in  process: 

Department  of  Industry:  three  paper  fac- 
tories will  be  merged  or  sold;  liquidation  of 
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two  companies,  one  in  motor  vehicles  and 
PT  Metrika,  have  been  recommended.  In 
April  1990,  70%  of  PT  Intirub  a  tire  pro- 
ducing company  was  sold  to  PT  Biman- 
tara  Citra.  The  latter  then  announced  that  it 
would  go  in  partnership  with  PT  Astra,  a 
large  business  group  which  holds  the  licence 
for  Toyota  motor  vehicle  assembly  and  70% 
of  the  share  of  the  motor  vehicle  market.  PT 
Astra  will  own  32.5%  of  the  70%.  PT  In- 
tirub was  suffering  a  loss  and  had  negative 
equity  capital.  The  new  joint  venture  will 
have  a  technical  agreement  with  Michelin 
from  the  US.  Others  following  the  path  of 
PT  Intirub  are  PT  Industri  Marmer  Tulung- 
agung  (marble  production)  which  will  sell  to 
domestic  private  sector  and  PT  Industri  Me- 
sin  Perkakas  (machinery)  which  will  sell  to 
foreign  private  sector. 

In  May  1990  it  was  announced  that  3 
SOEs  in  the  cement  club  sector  would  go 
public.  PT  Semen  Gresik  will  sell  23%  of  its 
shares  or  25  million  shares  to  raise  Rp.  500 
million  to  expand  production  capacity.  The 
assets  of  PT  Semen  Gresik  amounts  to 
Rp.  155  billion  and  profits  Rp.  17  billion.  PT 
Semen  Tonasa  will  also  sell  25  million  shares 
to  expand  production  capacity.  At  the  time  it 
was  also  announced  that  the  maximum  share 
of  SOEs  that  can  be  sold  to  the  public  is 
30% .  However,  the  go  public  process  seems 
to  have  stopped  and  this  could  be  due  to  pro- 
cedural difficulties  as  well  as  the  slowdown 
in  the  stock  market  since  May  1990. 

Department  of  Agriculture:  out  of  36 
SOEs,  1 1  are  said  to  be  operating  at  a  loss 
but  only  one  is  being  recommended  to  be  li- 
quidated, whilst  increased  efficiency  in  one 
form  or  another  is  being  recommended  for 
the  others. 


Department  of  Transportation:  SOEs 
under  this  department  are  allowed  to  under- 
take operational  cooperation  with  the 
private  sector. 

Department  of  Tourism,  Postal  and 
Telecommunications:  some  progress  has 
been  made  in  privatising  parts  of  the  SOE 
operations  in  the  provision  of  public  goods 
and  basic  infrastructure,  namely  in  the  area 
of  utilities:  power  generation  and  telecom- 
munications. Improvement  of  these  two 
areas  is  crucial  as  they  have  already  become 
bottlenecks  to  further  economic  growth. 

In  telecommunications,  profit  sharing  in- 
stallation  of  Digital   Central  Telephone 
system  between  the  government  telecommu- 
nications SOE  and  five  private  sector  com- 
panies has  been  agreed  upon.  The  private 
sector  has  been  contracted  to  install  a  net- 
work of  100,000  units  in  1991,  with  plans  to 
expand  to  300,000  units  in  1992  and  another 
200,000  by  the  end  of  the  current  five  year 
plan,  1993/1994.  The  total  of  600,000  lines 
represents  30%  of  the  total  of  2  million  units 
by  1993/1994  with  the  remaining  being  pro- 
vided by  the  State  owned  company.  For  the 
next  five  year  plan  it  was  announced  recent- 
ly8 that  in  the  next  five  year  plan  the  role  of 
the  private  sector  will  be  increased  to  supply 
4  million  out  of  the  targeted  5  million  addi- 
tional lines  or  80% . 

Recently  the  second  digital  telephone 
development  project  which  had  to  be  re- 
tendered  after  the  tender  was  scrapped  in 
early  February,  also  involved  the  private  sec- 
tor. In  this  case  two  foreign  bidders,  AT  &  T 
and  NEC,  won  the  contract  to  each  supply 
350,000  lines  out  of  which  200,000  will  be 
imported  and  150,000  will  have  to  be  made 
locally  with  a  domestic  company.  The  two 

"See  Business  News,  8  October  1990,  25. 
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domestic  companies  chosen  is  a  private  com- 
pany PT  Electrindo  Nusantara  and  the  other 
one  to  be  appointed  by  the  Minister  for 
Research  and  Technology. 

Department  of  Mines  and  Energy:  in 
planning,  the  merging  of  two  SOEs  in  coal 
mining  and  between  Pertamina  (oil  SOE) 
and  Perum  Gas  Negara  (gas  SOE). 

Department  of  Information:  in  the  ser- 
vices sector,  a  number  of  privatisation 
moves  have  been  made  in  the  last  few  years. 
First  a  private  TV  station  which  could  air 
commercials  and  was  restricted  to  Jakarta 
and  Surabaya  areas  was  allowed.  Second 
and  additional  private  domestic  airline  car- 
rier was  allowed. 


Deregulation:  Where  to  Now? 

The  process  of  economic  reform  that  has 
occurred  to  date  has  indeed  led  to  an  en- 
couraging beginning.  The  anti  export  bias 
which  had  affected'  the  competitiveness  of 
Indonesia's  exports  has  been  removed  with 
the  duty  exemption  facility.  There  has  also 
been*  improvement  in  the  removal  of  high 
cost  economy  factors.  However,  producers 
selling  to  the  domestic  market  and  domestic 
consumers  still  face  high  cost  and  prices  due 
to  protection.  Due  to  the  adjustment  costs 
and  vested  interests  involved,  reducing  pro- 
tection which  is  the  next  stage  in  real  sector 
deregulation,  is  the  most  difficult  reform 
stage  for  any  country.  Decisions  have  to  be 
made  regarding  how  fast  to  reduce  the  pro- 
tection and  whether  it  will  be  broad  based  or 
sector  by  sector.  In  order  to  develop  a 
dynamic  and  efficient  private  sector  which 
can  compete  internationally,  one  must  begin 
with  a  competitive  domestic  sector.  Thus,  it 
will  be  crucial  to  begin  the  process  of  re- 


ducing protection,  preferably  using  the 
broad  based  approach. 

Aside  from  further  deregulation  in  the 
real  sector  and  removal  of  other  high  cost 
economy  factors  still  inherent  in  the  system 
such  as  processing  of  land  titles  and  provin- 
cial/district level  regulations,  regulations  in 
the  post  deregulation  environment  should 
also  be  introduced  and  implemented.  These 
include  fair  competition  and  anti  trust  type 
regulations,  prudential  regulations  for  the 
banking  sector,  and  the  clarification  of  the 
rules  governing  operations  in  the  capital, 
market  as  well  as  improving  the  overseeing 
function  of  Capital  Markets  Board.  The 
setup  and  implementation  of  the  legal  system 
is  also  another  important  aspect  to  address. 

State  Owned  Enterprises:  A  Gradual 
Process 

The  poor  performance  of  SOEs  can  be 
linked  to  inherent  characteristics  and  pro- 
blems faced  by  SOEs.  First  is  the  lack  of 
transparency  which  reduces  the  accountabili- 
ty of  the  enterprise.  Growth  and  changes  of 
SOEs  can  occur  without  awareness  of  the 
owners.  As  Soesastro  et  al.  (1988:126)  point 
out  "It  is  immaterial  whether  those  enter- 
prises are  performing  well,  moderate  or  ter- 
rible. The  point  here  is,  that  the  establish- 
ment of  an  enterprise  and  its  substantial  ex- 
pansion are  too  important  to  be  left  wholely 
to  the  management  including  the  board  of 
directors  of  an  enterprise". 

The  Pertamina  crisis  in  1975  in  which  the 
state  oil  company  was  unable  to  pay  its  debts 
according  to  schedule  due  to  over  expansion 
is  a  case  in  point.  There  are  other  less  ex- 
treme examples.  The  core  of  the  problem  is 
defining  the  relationship  between  SOEs  and 
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the  government  agency  overseeing  it.  The  in- 
herent dilemma  being  that,  on  the  one  hand, 
if  the  enterprise  is  operating  according  to 
plans  determined  by  the  outside  agency,  then 
there  is  little  role  for  the  management.  On 
the  other  hand,  if  the  management  operates 
in  total  freedom  then  one  gets  the  accoun- 
tability problem.  The  right  balance  is  dif- 
ficult to  achieve. 

SOEs  will  always  have  the  problem  of 
lack  of  accountability.  As  Soesastro  et  al. 
(1988)  point  out,  even  the  most  progressive 
reform  does  not  totally  delink  a  state  enter- 
prise from  the  government.  The  government 
usually  retains  some  important  decisions 
such  as  the  price  of  output  or  providing  cap- 
tive markets,  such  that  it  is  difficult  to 
isolate  the  factors  contributing  to  the  per- 
formance of  SOEs.  Lack  of  specification  of 
a  clear  goal  can  also  mean  that  managers  can 
"hide"  the  lack  of  performance  by  pointing 
out  to  conflicting  goals.  The  most  off-cited 
conflict  is  between  the  function  of  a  SOE  as 
an  "agent  of  development"  and  the  efficien- 
cy goal. 

In  the  oil  boom  years  the  "agent  of 
development"  credo  was  prevalent.  For  in- 
stance, state  banks  were  ensured  with  this 
task  whereby  in  essence  they  were  provided 
cheap  funds  from  the  central  bank  to  be 
allocated  to  certain  priority  sectors  at  a  given 
interest  rates.  The  cost  was  the  loss  of  the 
financial  intermediation  function  of  a  bank: 
the  state  banks  became  inefficient  and  not 
competitive.  Deregulation  has  changed  the 
situation. 

Since  the  decline  in  oil  prices,  the  "agent 
of  development"  credo  has  been  less 
prevalent,  but  has  become  increasingly  ap- 
parent of  late.  The  role  of  SOEs  in  develop- 
ment and  distribution  has  cropped  up  again 
recently,  most  notable  is  the  policy  of  allo- 
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eating  part  of  the  profits  to  help  the  weak 
economic  sector  and  cooperatives.  This 
amounts  to  commitment  of  resources  to 
non-business  interests.  The  consideration  is 
a  political  one,  but  once  again  can  lead  to 
conflicting  goals.  A  more  neutral  way  would 
be  to  undertake  redistribution  through  the 
taxation  and  transfer  mechanism. 

Another  problem  that  perhaps 
distinguishes  SOEs  from  private  enterprises, 
is  that  in  the  past  it  has  been  difficult  to  close 
down  a  SOE;  there  is  no  clear  exit  me- 
chanism and  in  fact  there  is  a  presumption 
that  the  government  will  always  come  to  the 
rescue.  Thus,  the  possibility  of  liquidation  as 
an  option  under  the  recent  evaluation  of 
SOEs  and  restructuring  moves,  is  an  en- 
couraging sign. 

Conceptual  problems  still  affect  the  pri- 
vatisation exercise  in  Indonesia.  There  does 
not  seem  to  be  a  clear  agreement  on  which 
sectors  and  thus,  which  companies  should  be 
wholly  or  partly  transferred  to  the  private 
sector.    The   public  goods/infrastructure 
justification  for  SOEs  in  utilities  and  tele- 
communications seems  clear  enough.  How- 
ever, recently  there  has  emerged  a  less  clear 
definition  of  "strategic"  industries  that  need 
to  be  retained  by  the  government.  Two 
months  after  the  evaluation  of  the  soundness 
of  the  189  SOEs,  a  new  body  was  created: 
Agency  for  the  Development  of  Strategic  In- 
dustries (Badan  Pengelola  Industri  Strategis- 
BPIS)  headed  by  the  Minister  of  Research 
and  Technology.  Ten  SOEs  are  placed  under 
this  agency:  PT  Krakatau  Steel,  PT  Boma 
Bisma  Indra,  PT  Barata  Indonesia  (railway), 
PT  INKA  (railway),  PT  IPTN  (aircraft),  PT 
PAL   (shipping),    PT   Pindad  (railway) 
Perum  Dahana,  PT  Inti  (telephone),  and 
production  unit  of  Lembaga  Elektromka 
Nasional  -  LEN  (Electronics). 
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The  definition  of  "strategic"  was  not 
made  clear.  Indeed  the  definition  of  strategic 
has  caused  problems  not  just  in  Indonesia 
but  also  in  other  countries.  One  suspects  that 
the  definition  has  been  deliberately  made 
vague  so  that  it  would  be  possible  to  add 
other  SOEs  under  the  guise  of  "strategic" 
industry  in  future. 

With  regard  to  the  current  restructuring 
efforts,  several  problems  and  issues  can  be 
highlighted.  The  reforms  undertaken  since 
1988  point  to  the  potential  for  broad 
reforms,  but  lacks  the  overall  policy  frame- 
work. It  is  imperative  to  have  at  the  outset 
clearly  defined  goals  of  the  SOE  sector  and 
strategy  for  restructuring  to  achieve  the 
goals. 

The  broad  strategy  should  be  to  first 
define  core  SOEs  that  will  stay  in  the  public 
sector  under  the  acceptable  general  market 
failure  and  public  goods  argument  (natural 
monopolies  and  provision  of  basic  in- 
frastructures) -  as  distinguishable  from 
cases  in  which  a  market  is  brought  to  failure 
because  of  state  intervention.  Then,  the 
policy  should  be  aimed  at  improving  the  effi- 
ciency and  performance  of  these  SOEs.  Even 
in  this  case,  total  government  ownership  and 
management  may  not  be  the  appropriate 
strategy:  leasing,  management  contracts, 
regulations  may  achieve  the  same  objectives 
and  these  options  should  be  considered  care- 
fully. The  remaining  Public  Corporations 
and  Government  Agencies  should  be  con- 
verted to  limited  liability  companies.  This  is 
already  in  progress  with  the  conversion  of 
two  Government  Agencies,  the  railway  and 
pawnbroking  business  into  Public  Corpora- 
tions. 

The  second  part  of  the  strategy  would  be 
to  liquidate  the  non-viable  companies  and 


then  to  divest.  The  gains  from  divestiture 
through  the  go  public  process  is  that  there 
will  be  an  improvement  in  debt  equity  ratios 
and  increased  transparency  due  to  the  need 
for  financial  disclosure.  There  are  several 
problems  associated  with  the  divestiture  of 
SOEs  through  the  capital  market  which 
imply  that  the  process  will  be  a  gradual  one. 

First  with  regard  to  the  "attractiveness" 
of  the  SOE  itself  and  this  is  related  to  both 
the  profitability  aspects  and  the  restrictions 
in  operation  and  management  of  SOEs 
which  are  currently  still  in  place.  The  latter 
include  regulations,  minority  shareholders 
rights  and  responsibilities,  and  the  setting  of 
share  issue  price.  The  government  will  still 
retain  majority  control  (70%)  so  that  there 
may  be  few  benefits  to  private  ownership. 
The  attractiveness  of  the  SOEs  will  affect  the 
evaluation  of  the  buying  public  regarding 
dividend  and  capital  gain  potential.  Given 
the  need  to  meet  the  private  profitability 
test,  it  is  likely  that  only  a  few  of  the 
soundest  SOEs  would  pass  and  even  then 
with  the  requirement  of  adjustments  to  their 
present  operations,  including  changes  in 
management  approach.  Another  problem  is 
of  course  the  ability  of  the  stock  market  to 
absorb  new  issues. 

As  such  it  may  be  better  to  concentrate 
on  other  options  such  as  management  con- 
tracts, joint  ventures  and  assets  sales  first. 
This  process  will  complement  any  later  steps 
to  sell  SOEs  either  to  third  parties  or  through 
the  capital  markets. 

Divestiture  in  the  form  of  sale  of  stock  to 
third  parties  has  already  occurred  (PT  In- 
tirub)  and  has  raised  criticism  because  of  the 
way  in  which  it  was  conducted.  Critics  point 
to  the  lack  of  transparency  of  the  sale  and 
the  choice  of  third  party  was  questioned, 
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especially  since  there  was  a  more  obvious 
choice.9  In  all  countries,  such  sales  to  third 
parties  will  always  raise  criticisms  no  matter 
who  the  third  party  is  and  even  if  the  transfer 
is  appropriate  from  the  business  viewpoint. 
In  such  cases  transparency  at  the  outset  must 
be  ensured. 

At  present  the  Department  of  Finance 
appears  committed  to  substantive  reforms  as 
is  potentially  possible  under  the  restructur- 
ing policies,  but  is  likely  to  meet  with  a  lot  of 
resistance.  As  such  the  process  will  be  a 
gradual  one  and  perhaps  that  is  the  wisest  to 
follow  given  the  complexities  and  problems 
associated  with  the  process  already  pointed 
out.  Some  clear  and  well  thought  out  prece- 
dents in  modus  operandi  will  set  the  way  for 
a  smoother  and  well  planned  restructuring 
effort. 

One  of  the  important  prerequisites  which 
is  in  the  formulation  process  is  to  eliminate 
the  various  anomalies  governing  the  institu- 
tional setup  linking  SOE  managers,  the  line 
ministries   and  Department   of  Finance. 
Decree  741/1989  goes  some  way  in  im- 
proving the  institutional  framework  by  in- 
troducing the  setup  for  management  auto- 
nomy, but  it  needs  to  be  complemented  by  a 
system   of   management  performance 
measurement  and  accountability.  A  system 
of  rewards  and  sanctions  need  to  be  put  into 
place  to  have  efficient  management.  For  in- 
stance the  circular  in  1989  enabling  the  in- 
crease in  the  financial  compensation  of 
directors  has  not  really  been  implemented 
because  the  directors,  who  are  given  the 
authority  to  change  the  compensation  of  the 
whole  SOE  accordingly  are  unable  to  do  so 


9PT  Intirub  had  a  management  agreement  with 
another  privately  owned  tire  company,  PT  Gajah  Tung- 
gal  and  it  is  questioned  as  to  why  the  sale  was  not  With 
that  particular  company. 
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in  the  absence  of  proper  evaluation  criteria. 
Weakness  in  management  can  also  be  im- 
proved by  training  programmes  and  focus- 
ing on  corporate  planning. 

A  final  and  ever  present  issue  is  ideolo- 
gical and  political  in  nature.  While  the  need 
for  improving  the  performance  of  SOEs  has 
been  realised  as  an  important  objective, 
there  is  wide  divergence  in  the  extent  to 
which  the  SOE  sector  should  be  changed. 
For  a  long  time  divestiture  of  ownership  has 
been  resisted  with  several  rationales.  An 
ideological  rationale  comes  from  those  who 
are  against  any  move  to  a'  more  competitive 
market   oriented   system;    economic  na- 
tionalism is  prevalent  in  Indonesia.  Second, 
a  more  political  one  is  based  on  the  belief 
that  SOEs  are  instruments  to  achieve  the 
already  stated  objectives. 

A  related  political  justification  is  that 
SOEs  are  implicitly  assumed  to  be  owned  by 
indigenous    as    compared   with  non- 
indigenous,   especially  Chinese  business 
groups,  and  thus  act  to  balance  the  perceived 
ownership  of  the  domestic  private  sector  by 
the  Chinese.  Therefore,  the  fear  is  that  in  the 
divestiture  process,  ownership  will  end  up  in 
the  hands  of  the  non-indigenous  group.  In 
addition  it  is  perhaps  feared  that  it  could  end 
up  under  the  ownership  of  groups  close  to 
the  power  centre.  Of  course,  resistance  of 
divestiture  and  even  other  restructuring  op- 
tions, comes  from  vested  interests  within  the 
bureaucracy  which  is  part  of  the  overseeing 
agent  of  the  SOE. 


Conclusions 

Since  the  fall  in  oil  prices  in  1982,  the  role 
of  the  private  sector  as  a  source  of  growth 
has  become  increasingly  important.  The 
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decline  in  oil  revenues  imply  that  the  govern- 
ment can  no  longer  function  as  an  engine  of 
growth.  The  response  of  the  Indonesian 
government  has  been  more  toward  deregula- 
tion to  enhance  the  role  of  the  private  sector. 
Substantive  economic  reforms  have  been 
undertaken  in  both  the  real  and  financial 
sectors.  In  terms  of  sequencing  of  deregula- 
tion, Indonesia  has  not  really  followed  the 
conventional  wisdom  of  deregulating  the 
real  sector  before  the  financial  sector  and 
leaving  liberalisation  of  the  capital  account 
to  last.  Indonesia  has  done  it  in  reverse 
order,  starting  with  an  open  capital  account 
as  given  and  the  followed  by  financial  and 
real  sector  deregulation. 

Thus  far  there  does  not  seem  to  be  any 
adverse  results.  However,  it  is  true  that  at 
present  Indonesia  is  still  undergoing  the 
transition  period.  It  is  important  to  think 
about  the  next  crucial  steps  in  the  deregula- 
tion process.  Further  progress  in  real  sector 
deregulation,  notably  the  reduction  of  pro- 
tection, will  be  important  to  increase 
domestic  competitiveness  and  thus  the  effi- 
ciency of  domestic  producers.  Efficiency  of 
resource  allocation  will  also  support  sound 
investment  decisions  and  complement  finan- 
cial sector  deregulation. 


An  important  issue  is  to  carefully 
evaluate  the  type  of  regulations  that  are 
needed  in  the  deregulated  environment  that 
would  ensure  a  healthy  investment  climate. 
The  kind  of  regulations  that  are  needed 
would  be  related  to  fair  competition  and  anti 
trust  type  regulations,  prudential  and  sound- 
ness regulations  for  the  financial  sector  and 
strengthening  of  the  legal  system. 

With  regard  to  privatisation,  the  road  is  a 
longer  one.  There  are  many  complex  opera- 
tional issues  related  to  the  privatisation  pro- 
cess   ranging   from    management  and 
organisational  aspects,  valuation  of  assets 
and  pricing  issues,  transparency  of  sale, 
availability  of  funds  in  the  stock  market 
from  new  issues  and  so  on.  However,  the 
fundamental  issue  that  needs  to  be  addressed 
now  is  to  be  clear  on  the  objectives  of  the 
privatisation:  which  sectors  and  for  what 
reasons?  And  what  will  be  the  restructuring 
strategy?  It  should  be  noted  that  one  also 
needs  to  deal  with  the  ideological  and  poli- 
tical aspects  of  the  privatisation  issue  that 
deals  with  economic  nationalism  and  the 
perceived  imbalances  between  indigenous 
and  non-indigenous  ownership  of  the  eco- 
nomy. One  must  not  underestimate  the  im- 
pact of  these  effects. 
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Table  1 
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SUMMARY  OF  REFORM  MEASURES 


Financial: 

1983  June  1 
Banking  Deregulation 


1986,  October 

1988,  October  27 
(PAKTO) 


1987,  December 
(PAKDES) 

1988,  December 
(PAKDES) 


Remove  interest  rate  control  for 
State  Banks 

Reduce  Liquidity  Credit 
Remove  credit  ceilings 

.  Removal  of  ceiling  on  Central  Bank  Swap 

■  Open  up  licences  for  new  banks, 
including  joint  ventures 

-  Lending  limits  regulation 

-  reserve  requirement  lowered 

-  Deregulation  of  capital  markets 

-  Reduce  govt,  role  in  stock  exch. 

-  Foreigners  can  buy  stock 

-  Further  capital  markets  deregul. 

-  Deregulation  in  insurance  ind. 

-  Rationalisation  of  financial 
services  sector 


Rise  in  deposit  rates 

Some  fall  in  intermediation  costs 

But  liquidity  credits  in  fact  increased 


Opening  up  of  many  banks  and  joint 
ventures 

Intense  competition  between  banks 
rising  interest  rates  and  failing 
spreads  initially 


-  Sharp  increase  in  Capital  Markets 
activity  and  index 

-  Many  major  co.  going  public 


Fiscal: 

1984,  April 
Tax  Reform 


Remove  with  holding  tax  and 
introd.  VAT 

Rationaliz.  of  income  and  sales  tax 


Increased  government  revenues 


Trade  and  Shipping: 

1985,  March 

Tariff  Rationalization 


1985,  April 
Customs  Reform 
(INPRES  NO.  4) 


1986,  May 
(PAKEM) 


Range  reduction  from  0-225%  to  0-60% 
Number  of  Tariff  Levels  reduced 
from  25  to  1 1 

Removal  of  Customs  Dept.  in  Goods 
Clearance 

-  Appointment  of  Private  Surveyor  SGS 

-  Removal  of  restrictions  on  choice 
of  international  carrier 

-  Duty  drawback  and  bypass  monopoly 

-  Armslength  transactions  and 
computerized  processing 


Some  reduction  in  protection 


Reduced  subst.  average  time  of 
imports  and  exports  clearance 
Important  psychological  effect 


Improve  duty  drawback  process  and 
important  factor  to  incr.  exports 
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Table  1  (continued) 


Reform 


Main  Contents 


Effects 


1986,  October 


1987,  January 

1987,  July 
Simplification  of 
Textile  Quota 

1988,  November 
(PAKNOP) 

1990,  May 


Improved  investment  climate 
Increased  investments,  especially 
export  oriented 


Some  change  from  import  licencing  to 
general  imports 

Phasing  down  of  NTB  with  some 
increase  in  tariff  to  offset 
Reduction  in  tariff  needed  in  prod. 

Some  change  from  import  licencing  to 
general  imports 

Transparency  of  allocation  -  Some  improvements  although  now 

Some  allocation  to  newcomers  and  small     some  complaints 

scale 

Removal  of  import  monopolies:  plastic 
and  steel 

Interisland  shipping  deregulation 


Further  removal  of  NTB  to  tariff 
Deregulation  Pharmaceutical  and  Animal 
Husbandry 

Some  adjustment  in  tariffs  and  increase 
no.  surcharges 


Improve  investment  climate 


Investment: 

1986,  May 
(PAKEM) 


1987,  July 


1988,  November 

1989,  May 

Privatisation: 
1989,  June 


95%  foreign  ownership  possible  for 
export  oriented  foreign  investments 
Export  oriented  firms  allowed  to 
distribute  domestically 
Joint  ventures  can  participate  in 
government  export  credit  scheme 

Deregulation  of  investment  &  capacity 

licencing 

Broad  Banding 

Closed  Sector  open  to  exp.  or.  firms 

Joint  ventures  allowed  to  distribute 
own  products  domestically 

Removal  of  Priority  Scale  List  for 
investment  through  Board  of  Investment 
Introduction  of  Negative  List 


Categorisation  of  State  enterp.  by 
soundness 

Alternatives  in  privatisation:  go  public 
joint  venture  and  management, 
merger  etc. 


Improve  investment  climate  and 
encouraged  export  or.  investments 


Improve  investment  climate 


Improve  investment  climate  and  eases 
investment  application 


-  No  effect  yet 


Table  2 


INDONESIA:  NUMBER  OF  STATE  ENTERPRISES  BY  SECTOR 
(end  of  March  1986) 


Sector 


Finance 

Transportation 

Trading 

Information 

Defence 

Health 

Education 

Labour 

Public  Works 

Agriculture 

Mining  and  Energy 

Industry 

Tourism,  Post,  Telecomm. 
Non-Departmental 

Total 


100% 
Government 


Joint 
Ventures 


Total 


22 

1  A 
10 

17 

1 

18 

9 

1 

10 

z 

2 

3 

3 

4 

4 

1 

1 

1 

1 

19 

19 

38 

3 

41 

8 

2 

10 

38 

16 

54 

8 

8 

5 

5 

182 

33 

215 

Table  3 


INDONESIA:  COMPARATIVE  INDICATORS  OF 
STATE  OWNED  ENTERPRISES  BY  SECTOR,  1982 


Agriculture 
Mining 
Industry 

Electricity,  Gas  and  Water 
Construction 

Trading,  Hotel,  Restaurants 

Transportation,  Warehouse 
&  Telecomm. 

Finance  and  Business 
Services 

Total 


Value 
Added 

238 
121.3 
571.3 
104.6 
99.5 
51.3 

352.3 

1,175.8 
2,714.1 


% 
Share 

8.8 
4.5 
21.0 
3.9 
3.7 
1.9 

13.0 


Capital 
Formation 

214.5 
56 

519.1 
895 
24.4 
51.5 

198.6 


43.3  70 
100.0  2,029.1 


Share 

10.6 
2.8 
25.6 
44.1 
1.2 
2.5 

9.8 

3.4 
100.0 


Profits 

32.7 
19.4 
191.7 
-35.7 
17.1 
19.5 

47.5 

862.7 
1,154.9 


Share 

2.8 
1.7 
16.6 
-3.1 
1.5 
1.7 

4.1 

74.7 
100.0 


Source:    Central  Bureau  of  Statistics,  State  Owned  Enterprise  Statistics  1978-1982. 
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Industry  (ISIQ  1975  1985 
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2.1 
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7.1 

7.8 

356  Plastics 

n 

86.0 

14  0 

0  0 

\J.\J 

n 

41  A 
4J.4 

JO. J 

A  1 

0.1 

361  Pottery  &  China 

23.0 

7.0 

71.0 

0.0 

1.2 

96.0 

2.8 

0.0 

362  Glass  prod. 

22.0 

44.0 

35.0 

0.0 

0.0 

14.7 

81.0 

4.4 

363  Cement 

74.0 

14.0 

9.0 

3.0 

0.6 

42.5 

21.3 

35.6 

364  Str.  Clay  Prod. 

3.0 

97.0 

1.0 

0.0 

0.8 

93.1 

4.1 

2.0 

369  Oth.  Non-met.  Minerals 

19.0 

81.0 

0.0 

0.0 

3.5 

94.1 

0.0 

2.4 

370  Basic  Metals 

1.0 

83.0 

16.0 

0.0 

0.0 

9.1 

1.4 

89.6 

381  Metal  Prod. 

15.0 

42.0 

38.0 

6.0 

0.2 

66.8 

21.0 

12.0 

382  Non-elec.  Mach. 

57.0 

26.0 

10.0 

8.0 

0.2 

29.4 

18.9 

51.5 

383  Elect.  Eqpt. 

6.0 

51.0 

35.0 

8.0 

n 

45.2 

39.8 

15.0 

384  Transp.  Eqpt. 

15.0 

83.0 

2.0 

0.0 

n 

68.7 

16.6 

14.6 

385  Prof.  Eqpt. 

0.0 

100.0 

0.0 

0.0 

0.0 

77.3 

22.7 

0.0 

390  Miscellaneous 

50.0 

48.0 

2.0 

0.0 

n 

77.5 

20.6 

1.9 

Total 

26.0 

51.0 

21.0 

2.0 

0.8 

58.4 

17.2 

23.6 

G=  Government  and  includes  govt./private  joint  ventures 
P  =  Private  only 

F=  Foreign,  includes  foreign/private  joint  ventures 

G/F = Government- foreign,  includes  govt./foreign  and  govt./foreign/private  joint  ventures 
Numbers  do  not  add  up  to  100  because  of  rounding  errors 
n  =  negligible 

Source:   Central  Bureau  of  Statistics,  unpublished  industry  data. 
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Table  5 


SUMMARY  OF  PRIVATIZATION  REFORMS  IN  INDONESIA:  .988-1990 


Regulation 


Contents 


Presidential 
Instruction  no.  5 
(October  26,  1988) 


Ministerial  Decree 
740/KMK.00/1989 

(Department  of  Finance) 


Ministerial  Decree 
741/KMK.99/1989 

(Department  of  Finance) 

Ministerial  Decree 
1232/KMK.013/1989 

(Department  of  Finance) 


Department  of  Finance 
Circular  Letter 
S-648/MK013/1990 


Clarification  of  Definitions 
Profitability:  potential  for  co.  to  earn  profits 
Liquidity:  potential  for  co.  to  fulfill  short  term  liabilities 
Solvency:  potential  for  co.  to  fulfill  all  obligations 
.  Soundness  criteria:  very  sound,  sound,  less  sound,  unsound 
.  Alternatives  open  to  v.  sound  or  sound  SOEs:  consolidation,  merger, 
go-public,  direct  stock  participation,  operational  joint  ventures  and 
formation  of  joint  ventures 
.  Alternatives  open  to  less  sound  SOEs:  restructuring  of  capital  and 
organisation,  consolidation/merger,  split  up  into  several  SOEs,  direct 
stock  particip,,  management  contr. 
.  Alternatives  open  to  unsound  SOEs:  improve  situation  as  with  not  so 
sound  SOEs,  sell,  liquidate 

.  Restructuring  entails:  change  in  legas  status  operational/ managernent 
agreements,  consoli/merger,  splitting  up  enterp.,  go  public,  direct 
Dlacement  and  formation  of  joint  ventures 

.  station  of  soundness  cassation  based  on  financa,  condtuons, 
profitability,  liquidity  and  solvency 

-  Clarification  of  requirements  for  a  long  term 

annual  budget,  annual  corporate  plan  and  decision  making  authority 

.  SOEs  to  contribute  to  development  of  weak  economic  sector  (co./indiv. 

with  assets  or  sales  of  max.  Rp  300  million)  and  cooperatives 
.  Development  can  be  in  the  form  of  increasing  managerial  cap.,  prod,  cap 

working  cap.,  marketing  and  bank  guarantee 

-  Financing  of  development  role  to  be  taken  from 1*  f 
SOEs  up  to  Rp  40  milyar  and  5<7.  of  profits  (a. t)  over  Rp  4C 

-  Financing  can  be  considered  as  gift  or  loan  depending  on  the  cond.t.on 
of  the  co./coop. 

.  Adjustment  of  financial  compensation  of  directors,  commissioners/ 
.  ion  increase  function  of  indi,.  and  soundness, 

profits  and  assets 
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Table  6 


INDONESIA:  TOTAL  CONSOLIDATED  ASSETS  BY  TYPE  OF  BANKS 
(at  End  of  Fiscal  Year  -  March  1981) 


Value  (Rp.  Billion)  Growth  Growth 

Group  of  Banks  1980        1983        1988       1989     Sep.1989   1983-88  1988-89 


State  Banks* 

6,073 

14,298 

34,657 

50,014 

61,076 

19 

76 

Private  Nat.  Bks. 

688 

2,079 

11,225 

16,714 

21,522 

40 

92 

Regional  Dev.  Banks 

266 

589 

1,558 

2,098 

2,516 

21 

61 

Foreign  Banks 

661 

1,603 

2,894 

3,607 

4,419 

13 

53 

Total 

7,688 

18,569 

50,334 

72,433 

89,533 

22 

78 

Share  (%) 

State  Banks* 

79 

77 

69 

69 

68 

Private  Nat.  Bks. 

9 

11 

22 

23 

24 

Regional  Dev.  Banks 

3 

3 

3 

3 

3 

Foreign  Banks 

9 

9 

6 

5 

5 

Total 

100 

100 

100 

100 

100 

Source:    Bank  Indonesia,  Annual  Report,  various  years. 
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Table  7 


THE  INDONESIAN  QUARTERLY,  XIX/ 1 
INDONESIA:  CREDIT  POSITION  AND  DEPOSITS  OF  BANKS,  1982-1990 


1983-88  1988-90 


Outstanding  Bank  Credit  (Rp.  Billion) 


Vo  p.  a. 


State  Banks 
Private  Nat.  Bks. 
Regional  Dev.  Banks 
Foreign  Banks 
BI 

Total 


State  Banks 
Private  Nat.  Bks. 
Regional  Dev.  Banks 
Foreign  Banks 
BI 


Total 


State  Banks 
Private  Nat.  Bks. 
Regional  Dev.  Banks 
Foreign  Banks 

Total 


State  Banks 
Private  Nat.  Bks. 
Regional  Dev.  Banks 
Foreign  Banks 

Total 


8,041.0 

22,264.0 

29,227.0 

39,700.0 

43,770.0 

22.6 

41.4 

1,329.0 

8,022.0 

10,921.0 

21,027.0 

27,187.0 

43.3 

102.4 

372.0 

994.0 

1,238.0 

1,814.0 

2,038.0 

21.7 

45.0 

674.0 

1,219.0 

1,646.0 

2,582.0 

2,677.0 

12.6 

51.3 

2,388.0 

1,463.0 

1,583.0 

691.0 

689.0 

(9.3) 

(22.7) 

12,804.0 

33,962.0 

44,615.0 

65,814.0 

76,361.0 

21.5 

53.5 

Share  (<%) 

62.8 

65.6 

65.5 

60.3 

57.3 

10.4 

23.6 

24.5 

31.9 

35.6 

2.9 

2.9 

2.8 

2.8 

2.7 

5.3 

3.6 

3.7 

3.9 

3.5 

18.7 

4.3 

3.5 

1.0 

0.9 

100.0 

100.0 

100.0 

100.0 

100.0 

Outstanding  Rp.  Time  Deposit  (Rp.  Billion) 


1,078.0 
56.0 
476.0 


228.0 
716.0 


276.0 
815.0 


14,878.0 

15,610.0 

28.9 

23.9 

11,540.0 

13,836.0 

39.2 

52.3 

442.0 

482.0 

32.4 

46.9 

1,169.0 

1,339.0 

8.5 

31.6 

28,029.0 

31,267.0 

30.3 

34.1 

Share  (%) 

63.7 

60.5 

59.8 

53.1 

49.9 

24.3 

33.9 

35.4 

41.2 

44.3 

1.3 

1.4 

1.3 

1.6 

1.5 

10.7 

4.3 

3.9 

4.2 

4.3 

100.0 

100.0 

100.0 

100.0 

100.0 

♦Compound  growth 

Note:  for  deposits,  1983  figures  are  end  of  year 


Source:   Bank  Indonesia,  Weekly  Report,  20  Sept.  1990. 


Table  8 


INDONESIA:  INDICATORS  OF  GROWTH  OF  STATE  OWNED  ENTERPRISES 


Growth* 

1978/79        1983/84        1988/89        1989/90  1978/79- 

1989/90 


Total  Assets  (cumulative) 

14,774 

72,661 

125,239 

138,016 

23% 

Sales 

2,077 

20,873 

35,710 

40,913 

31% 

Profits  before  tax 

200 

2,271 

3,297 

4,742 

33% 

Assets/GDP  @  (%) 

61% 

94% 

88% 

83% 

Sales/GDP  @  (%) 

9% 

27% 

25% 

25% 

♦Compound  growth  p.a. 
@  GDP  for  calendar  year. 

Source:    Attachment  to  President's  National  Day  Speech,  16  August  1990  and  Central  Bureau  of  Statistics 
(unpublished)  for  DGP  numbers. 


Table  9 


INDONESIA:  GOVERNMENT  CAPITAL  PARTICIPATION  IN  STATE  OWNED  ENTERPRISE 

1978/1979  -  1989/1990 
(Rp.  Billion) 


Growth  Growth 

Sector  1978/79        1983/84        1988/89        1989/90        1978/79-  1983/84- 

1983/84  1989/90 


Agriculture 

18.7 

10.2 

-11.4% 

Industry 

18.5 

249.0 

83.6 

107.3 

68.2% 

-13.1% 

Public  Services 

18.5 

59.0 

27.8 

7.1 

26. 1  % 

-29.7% 

Financial  (non  bank) 

6.9 

40.3 

2.5 

20.0 

42.3% 

-11.0% 

Mining 

0.2 

121.9 

260.6% 

Trade 

6.0 

Banking 

10.7 

65.2 

43.5% 

Others* 

49.0 

46.1 

11.1 

6.4 

-1.2% 

-28.0% 

Total  (Rupiah) 

128.5 

591.7 

125.0 

140.8 

35.7% 

-21.3% 

Total  (US$  Millions) 

311.0 

595.0 

71.5 

78.4 

13.9% 

-28.7% 

♦Government  contribution  to  International  Organisations 


Source:    Attachement  to  the  President's  Speech,  16  August  1990. 
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Table  10 


INDONESIA:  CONTRIBUTION  OF  STATE  OWNED  ENTERPRISES  l(SOEs)  TO 
INDUNrioiA  BUDGET  1973/74  -  1989/90 

(Rp.  Billion) 


1973/74 


1978/79 


1983/84 


1988/89 


1989/90 


Growth* 
1978/79- 
1989/90 


Domestic  Revenue 
Oil  &  Gas 
Income  Tax  (Total) 

-  Limited  Liab.  Co. 

-  of  which  SOE 
Non  Tax  Rev. 


967.7 
382.2 
140.3 
44.2 

4,226.1 
2,308.7 
617.2 
226.5 

14,432.7 
9,520.2 
1,932.3 
757.4 

23,004.3 
9,527.0 
3,949.4 
1,893.3 

28,740.0 
11,252.0 
5,488.0 
2,661.0 

19.0 
15.5 
22.0 
25.1 

32.5 

95.8 

357.0 

1,198.6 

1,199.0 

25.8 

49.8 

191.4 

519.0 

1,568.8 

2,062.0 

24.1 

1983/84- 
1989/90 


Dividends  (SOE): 
Agriculture 
Industry 
Public  Service 
Financial  (non  bank) 
Mining 
Trade 
Banking 


10.6 


31.8 


171.2 

636.3 

811.0 

29.6 

11.3 

88.2 

91.0 

41.6 

27.7 

64.1 

157.0 

33.5 

39.4 

87.7 

177.0 

28.5 

11.4 

72.9 

48.0 

27.1 

16.0 

78.5 

90.0 

33.4 

0.4 

2.2 

10.0 

71.0 

64.6 

242.7 

238.0 

24.3 

Ratios. 


1.  Oil  &  Gas/Dom.  Rev. 

2.  Income  Tax/Dom.  Rev. 

39.5% 
14.5% 

54.6% 
14.6% 

66.0% 
13.4% 

4l.4% 
17.2% 

39.2% 
19.1% 

3.  SOE  Inc.  Tax/Inc.  Tax 

4.  SOE  Inc.  Tax/Dom.  Rev. 

23.2% 
3.4% 

15.5% 
2.3% 

18.5% 
2.5% 

30.3% 
5.2% 

21.8% 
4.2% 

5.  Non  Tax  Rev./Dom.  Rev. 

5.1% 

4.5% 

3.6% 

6.8% 

7.2% 

6.  Dividens/Dom.  Revs. 

1.1% 

0.8% 

1.2% 

2.8% 

2.8% 

Rev.  Contrib.  SOE  (4  +  6) 

4.5% 

3.1% 

3.7% 

8.0% 

7.0% 

Dividends/Tot.  Assets 

0.1% 

0.0% 

0.1% 

0.5% 

Source:   Attachment  to  President's  Speech,  16  August  1990. 
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Table  11 

INDONESIA:  SELECTED  PERFORMANCE  INDICATORS  OF  STATE  OWNED  ENTERPRISES 


Indicator  1983 
Financial  Profitability 

PE  prof. /tot.  assets8  n.a. 

NFPE  prf./tot.  assets6  2.3 

NFPE  prof./non  curr.  assets  3.2 

NFPE  prof./net  worth  4.9 

NFPE  aft.  tax  prof,  margin  2.6 

NFPE  oper.  prof,  margin  8.4 

Return  on  investment  n.a. 


Capital  Structure  (ratio) 

NFPE  tot.  debt/net.  worth  n.a. 
NFPE  LT  debt/net.  worth  n.a. 

Liquidity  (ratio) 

NFPE  curr.  assets/ curr.  liabilities  n.a. 

Budget  Impact 

Overall  budgetary  impact 

of  PEs  (<7o  GDP)C  .4.6 


1984 

1985 

1986 

1987 

1988 

1989 

2.9 

3.0 

2.8 

2.0 

2.6 

3.1 

3.0 

1.8 

1.9 

2.2 

4.0 

5.2 

A  A 

z.o 

z.  / 

1  1 
J.  1 

5.8 

1.2 

6.5 

3.9 

4.2 

4.8 

6.6 

8.7 

4.8 

2.8 

3.5 

3.4 

5.7 

6.3 

10.1 

5.1 

5.1 

5.1 

8.2 

9.1 

n.a. 

2.04 

1.94 

3.05 

n.a. 

n.a. 

2.1 

2.1 

2.2 

2.2 

1.2 

1.6 

0.7 

0.7 

0.8 

0.8 

0.2 

0.4 

1.4 

1.4 

1.8 

1.8 

1.2 

2.2 

-2.6 

-2.6 

-1.8 

-0.6 

-0.6 

n.a. 

•consolidated  public  enterprises;  profits  defined  before  tax  and  depreciation  treated  as  cost.  Assets  are  eval.  at 
current  cost  for  some  enterprises,  but  for  many  eval.  at  historical  cost. 

bconsolidated  non-financial  public  enterprises;  profits  defined  before  tax  and  depreciation  treated  as  cost. 
°Defined  as:  profit  transfers  plus  debt  service  payment  less  "two  step  loans"  capital  participation  and  transfers 
(fiscal  year). 


Source:   Table  4.4,  World  Bank,  "Indonesia:  Foundations  for  sustained  growth",  May  1990. 


Concentration  and  Conglomeration  in 
the  Context  of  Proliferating  Strategic 
Alliances  Among  Multinationals 


Djisman  S.  SIM  A  NDJ  UNTA  K 


MOTHER  Nature  would  have  been 
more  unjust  than  the  most  greedy 
of  all  despots  if  any  level  of  con- 
centration were  identical  with  injustice.  It 
endows  the  Southern  part  of  Africa  with  un- 
paralled  reserves  of  diamonds,  gold  and 
other  strategic  materials,  the  Middle  East 
with  an  immense  quantity  of  oil  and  the 
tropical  belt  with  the  most  precious  species 
of  plants,  while  the  other  parts  of  the  same 
globe  is  made  up  of  "useless"  dust.  The 
most  tasty  species  of  fish  or  fruits  do  not 
spread  in  a  random  way  too.  But  had  all 
resources  been  distributed  equally  for  every 
cubic  feet  of  the  earth's  volume  and  had 
every  member  of  the  human  race  inherited 
exactly  the  same  talents,  life  would  have  had 
no  excitement  at  all.  But  politics  and  eco- 
nomics are  not  as  idyllic  as  Mother  Nature. 

An  uncontrolled  concentration  of  poli- 
tical power  which  by  definition,  is  equipped 
with  a  mechanism  of  perpetuation  has  re- 
peatedly resulted  in  wars  between  those 
who  possess  concentrated  powers,  and  the 
rest  of  the  society  who  seek  to  get  rid  of  the 
existing  power  stucture.  The  logic  of  eco- 


nomic concentration  may  not  be  the  same  as 
those  of  political  power.  Nevertheless,  con- 
centration is  a  never  ending  story  in  eco- 
nomics. Indeed,  it  now  ranks  very  high 
among  the  items  in  the  economic  policy 
agenda  of  Indonesia,  interlocked  with  many 
other  issues   such  as  disparity  between 
businessmen  of  different  ethnic  origins  and 
the  wide  gap  that  separates  private  firms  and 
state  enterprises  on  the  one  hand  and  the 
cooperatives  on  the  other. 

Issues  of  concentration  are  too  diverse  to 
be  covered  in  a  single  article.  They  will  be 
briefly  surveyed  in  section  four  before  alter- 
native policies  which  a  government  can  rely 
on  while  dealing  with  economic  concentra- 
tion are  explored  in  the  last  section  of  this 
paper.  Before  touching  upon  the  issues, 
however,  preliminary  remarks  are  needed. 
Types  of  concentration  will  be  discussed  in 
section  one  followed  by  an  assessment  in  sec- 
tion two  of  the  level  of  concentration  in  In- 
donesia today,  in  spite  of  the  well-known 
scarcity  of  firm-level  data  that  makes  this 
discussion  qualitative  rather  than  quantita- 
tive. Possible  sources  of  concentration  in  the 
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context  of  Indonesia  will  be  taken  up  in  sec- 
tion three. 


Types  of  Concentration 

Discussion  of  economic  concentration 
was  originally  centred  on  ownership  of  the 
means  of  production  and  its  implications  for 
the  decision  making  process  within  a  firm, 
industry  and  the  economy  as  a  whole. 
Marxian  theory  on  the  breakdown  of  capi- 
talism is  partly  based  on  the  unavoidable  in- 
crease in  the  level  of  concentration  in  the 
wake  of  capital  accumulation.  This  process 
is  supposed  to  result  in  the  rise  of  Monopol- 
kapital  where  medium-sized  enterprises  will 
have  no  chance  to  survive.  The  end  the 
monopolkapital  would  constitute  an  extreme 
in  society  with  depauverized  workers  stan- 
ding at  the  other  extreme.  Marx  was  not 
alone  in  the  tradition  of  concentrating  atten- 
tion on  ownership  constitution  while  dealing 
with  concentration.  Socialists  before  him,  be 
they  Utopians  or  realists,  had  always  been 
putting  ownership  in  the  centre  of  discussion 
on  concentration.  As  early  as  1920s,  eco- 
nomic democracy  was  also  understood  as  an 
antithesis  to  both  private  and  state  owner- 
ship. 

To  a  great  extent,  this  stream  of  thinking 
is  strongly  observable  in  the  debate  on  eco- 
nomic concentration  in  Indonesia  over  the 
last  two  years.  What  is  meant  as  conglome- 
rate for  example  is  seemingly  based  on  who 
owns  what  rather  than  on  the  nature  of  the 
operation  of  the  corporation  concerned. 
This  way  of  looking  at  concentration  has  lost 
much  of  its  relevance.  Either  one  talks  about 
capitalism  or  socialism,  the  power  to  decide 
associated  with  ownership  has  clearly  at- 
tenuated. In  a  capitalist  public  corporation  it 
is  no  longer  the  owners  who  understand  best 


the  life  of  the  corporation.  Similarly,  the  go- 
vernment in  a  socialist  country  is  no  longer 
in  a  position  to  understand  in  great  details 
how  things  are  developing  in  an  enterprise. 
Instead,  management  in  both  systems  pos- 
sesses a  strategic  advantage  over  owners  in 
view  of  the  power  to  make  decision  as 
managers  are  better  informed  about  the 
changes  taking  place  in  an  enterprise.  This  is 
particularly  true  in  an  information  society. 

This  uncoupling  between  ownership  and 
decision  making  must  have  also  taken  place 
in  some  large  firms  in  Indonesia.  The  owner 
of  a  group  of  companies  with  diversified 
operation  is  not  in  a  good  position  to  under- 
stand  the   challenges   confronting  his 
numerous  companies.  His  success  or  failure 
as  an  owner  must  have  depended  very  much 
on  the  readiness  to  delegate.  Unfortunately, 
little  has  been  done  in  this  important  area  of 
research.  Discussion  on  firm  behaviour  has 
so  far  centred  on  owner- related  aspects,  such 
as  connection  with  powerful  people  in  the 
government.  Little  is  said  about  manage- 
ment for  instance  in  The  Rise  of  Capital  by 
Richard  Robison  and  The  Rise  of  Ersatz 
Capitalism  by  Kunio  Yoshihara.  The  fact 
that  large  firms  are  heavily  dependent  on 
bank  credits  in  financing  their  operation 
must  also  have  helped  to  attenuate  the 
decision- making  power  of  owners.  Further- 
more, the  decision  to  float  shares  in  the 
stock  exchange,  however  small  the  fraction 
may  be,  must  also  have  had  the  same  effect. 
Therefore,  judging  the  issues  of  concentra- 
tion on  the  basis  of  ownership  may  have 
declined  a  great  deal  in  economic  relevance, 
though  doing  so  remains  very  popular  from 
the  political  point  of  view.  But  even  as  a 
political  issue  criticisms  against  ownership 
concentration  have  remained  nebulous,  state 
enterprises  have  become  the  object  of 
criticism   because  of  weak  performance 
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rather  than  concentration.  Sentiments 
against  concentration  seem  also  to  have 
mixed  with  the  perceived  problems  of  the 
leading  role  played  by  businessmen  of 
Chinese  origin  in  the  private  sector. 

Another  way  of  looking  at  economic 
concentration  is  to  relate  it  with  the  market 
structure  as  is  done  in  industrial  economics 
with  the  implicit  assumption  that  the  perfor- 
mance of  a  firm  in  an  industry  is  somehow 
related  with  the  market  structure.  The  latter 
is  in  turn  measured  in  terms  of  the  market 
shares  of  the  largest,  four  largest  and  ten 
largest  firms  in  an  industry  or  what  is  called 
concentration  indices.  However,  this  method 
of  measuring  concentration  is  also  subject  to 
many  flaws.  First  of  all,   concentration  is 
usually  very  high  in  an  emerging  industry, 
but  tends  to  decline  as  the  industry  matures. 
In  other  words,  an  industrialising  country  is 
very  likely  to  witness  a  very  high  level  of  con- 
centration in  many  industries,  especially  if 
during  this  stage  of  development  the  govern- 
ment shares  the  infant  industry  argument. 
Secondly,  defining  a  relevant  market  is  not 
as  simple  as  it  appears  to  be  at  first  glance. 
While  traditional  theory  of  competition  is 
centred  on  costs  and  prices,  other  variables 
have  to  be  taken  into  account  in  a  dynamic 
competition.  The  structure  of  rubber  market 
changed  during  and  after  World  War  II,  for 
example,  not  because  of  an  increase  in  the 
plantation  area,  but  because  of  innovation  in 
the  chemical  industry.  In  other  words,  a  very 
high  index  of  concentration  or  even  a  mono- 
poly does  not  mean  a  secured  existence  in  an 
environment  which  is  characterised  by  in- 
novation competition.  Thirdly,  index  of  con- 
centration does  not  take  into  account 
linkages  between  firms  in  different  in- 
dustries, on  the  other  hand.  Indeed,  using 
concentration  indices  while  addressing  con- 
centration issues  in  Indonesia  today  is  bound 
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to  be  highly  incomplete  given  the  strong 
tendency  among  businessmen  to  expand 
through  conglomeration.  More  useful  would 
be  a  research  on  whether  or  not  a  conglo- 
merate behaves  differently  from  a  firm  with 
a  specialised  operation.  Studies  on  the  US 
case  do  indicate,  for  instance,  that  the 
average  return  on  investment  of  conglo- 
merates is  lower  than  that  of  specialised 
firms.  On  the  other  hand,  South  Korea  with 
its  Chaebols  and  Japan  with  its  Keiretsu 
seem  to  have  fared  very  well  at  least  in  the 
last  five  years.  They  have  managed  to  ac- 
cumulate not  only  large  current  account 
surpluses  but  also  technological  capabilities 
that  help  secure  future  competitiveness.  In 
other  words,  the  relationship  between  cong- 
lomeration and  firm  performance  does  not 
seem  to  be  uniform  across  cultures. 


Forces  Leading  to  Concentration 

Business  concentration  can  be  traced 
back  to  a  myriad  of  forces.  Some  of  them 
have  basically  nothing  to  do  with  policy.  The 
Minas  oil  well  in  Indonesia  is  a  good  exam- 
ple. Indivisibility  is  also  frequently  men- 
tioned as  a  cause  of  concentration  in  some 
industries.  Classic  examples  of  indivisibility 
include  electricity,  certain  segments  of  the 
transportation  market,  and  telecommuni- 
cation services.  Indivisibility  has,  however, 
lost  a  great  deal  in  importance  as  a  source  of 
concentration.  Alvin  Toffler  may  have  exag- 
gerated the  trend  towards  miniaturisation. 
Nevertheless,  such  a  trend  is  observable  in  an 
increased  number  of  industries,  particularly 
those  which  are  currently  seen  as  prospective 
industries.  Computers  have  been  brought  to 
millions  of  home  all  over  the  globe.  Hospitals 
today  compete  against  medical  centres  with 
diverse  services.  Similar  development  has  oc- 
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curred  in  other  industries  thanks  to  techno- 
logy progress  and  the  increase  of  demand  for 
customised  products,  Hence,  relating  con- 
centration to  indivisibility  is  rapidly  losing 
its  relevance.  On  the  contrary,  it  is  precisely 
the  imperative  of  adjusting  to  the  nature  of 
new  technologies  that  forced  the  Soviet 
Union  to  dissociate  from  the  Stalinist  model 
of  development  which  over  the  last  60  years 
or  so  serves  as  a  fertile  soil  for  concentra- 
tion. 

To  a  lesser  extent,  a  strong  involvement 
of  governments  in  economic  planning  has 
led  to  a  relatively  high  concentration  in  a 
number  of  developing  countries.  The  Maha- 
lanobis  model  of  India  was  criticised  for  this 
reason.  At  least, partially,  the  level  of  con- 
centration in  the  Indonesian  economy  today 
is  a  result  of  policy  of  import  substitution. 

Prior  to  1986  when  the  government 
started  to  deregulate  the  real  sector  of  the  In- 
donesian economy,  entry  to  a  big  number  of 
industries  was  heavily  restricted  through  the 
Investment  Priority  List  and  a  high  level  of 
protection  against  or  even  prohibition  of  im- 
port.  Once  the  approved  capacity  has 
reached  the  estimated  domestic  demand,  in- 
vestment permit  was  frozen.  Furthermore, 
expansion  of  existing  firms  was  controlled. 
Reinvestment  of  profit  in  the  same  industry 
was,  in  other  words,  discouraged.  This  type 
of  capacity  licencing  forced  in  a  way,  well 
performing  firms  to  opt  for  conglomeration 
expansion,  though  it  cannot  be  the  only 
force  behind  the  strong  tendency  of  Indone- 
sian firms  to  engage  in  conglomeration. 

An  investment  policy  which  relies  strong- 
ly on  capacity  licencing,  a  market  for  permit 
emerges.  Aware  of  the  rent  created,  those 
who  control  the  ration  are  greatly  tempted  to 
set  a  positive  price  for  any  permit  issued.  On 
the  side  of  applicants,  permit  may  be  sought 


for  the  sake  of  the  expected  rent.  Needless  to 
say,  demand  for  permit  in  such  a  market 
comes  only  from  successful  firms  while  sup- 
ply come  from  those  who  manage  to  obtain 
permit  but  fail  to  make  use  of  it.  In  other 
words,  capacity  licencing  provides  stronger 
incentives  for  concentration  than  is  otherwise 
the  case.  This  is  particularly  true  under  a 
situation  where  business  profession  is  per- 
ceived negatively.  Even  in  1987  for  instance, 
there  were  only  six  businessmen  with  per- 
manent workers  out  of  1,000  working 
Indonesians.  This  small  population  of 
businessmen  with  permanent  workers  is  the 
core  problem  of  business  concentration  in 
Indonesia  today.  It  is  generally  seen  as  a 
cultural   problem.    Other   observers  like 
Roepke  in  his   Unterentwickelte  Freiheit 
argue  that  the  entrepreneurial  potential  of 
indigenous  Indonesians  has  been  suppressed 
since  many  years  ago.  This  argument  is  of 
high  relevance  even  today.  Business  starters 
have  to  go  through  a  painstaking  bureau- 
cratic process  before  they  can  generate  the 
first  rupiah  of  earning.  Uncertainty  is  in- 
volved in  this  process.  Those  who  apply  ear- 
ly for  a  licence  but  have  nobody  in  the 
bureaucracy  to  turn  to  and  cannot  afford  to 
pay  a  positive  price  for  a  licence  are  less  like- 
ly to  obtain  a  licence  than  those  who  bid 
later  but  can  quicken  the  process  by  different 
means.  The  extent  of  this  kind  of  sup- 
pression of  entrepreneurial  potential  in  Indo- 
nesia has  not  been  thoroughly  studied. 
Roepke' s  Unterentwickelte  Freiheit  is  also 
not  very  helpful  as  far  as  the  empirical  con- 
tent of  his  argument  is  concerned. 

Product  life  cycle  is  also  of  relevance  to 
business  concentration.  In  an  emerging  in- 
dustry, the  level  of  concentration  is  most 
likely  to  be  higher  than  in  a  maturing  in- 
dustry. The  same  applies  to  a  declining  in- 
dustry where  many  firms  are  likely  to  go 
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bankrupt  and  the  incentives  for  merger  and 
acquisition  strengthen.  Therefore,  it  is  not 
surprising  to  see  that  the  level  of  business 
concentration  in  an  industrialising  country  is 
higher  than  in  an  industrialised  country. 

Firm  performance  is  perhaps  the  most 
powerful  explanation  for  business  concen- 
tration. Given  a  certain  policy  environment 
that  applies  equally  to  all  participants  in  a 
market,  explanation  for  concentration  has  to 
be  found  in  the  different  performances  of 
firms.  Differences  in  performance  can  in 
turn  be  traced  back  to  the  values  shared  by 
owners),  people  in  the  top  management  and 
other  hierarchies  in  the  organisation,  invest- 
ment in  new  products  and  other  aspects  of 
company  management.  Concentration  of 
this  nature  is  good  for  an  economy.  Some 
may  worry  about  the  possibility  that  a  gap  in 
firm  performance  would  eventually  lead  to  a 
monopoly.  However,  experiences  in  mature 
market  economies  do  not  provide  reasons 
for  such  a  worry.  The  existence  of  IBM,  for 
example,  does  not  exclude  the  possibility  of 
new  firms  being  established  in  the  same  in- 
dustry as  clearly  demonstrated  in  recent 
years. 

There  is  another  dimension  to  business 
concentration.  Rapid  technological  change, 
shortened  product  life  cycle,  increased  share 
of  fixed  costs  in  total  costs,  the  need  to  over- 
come barriers  to  trade  in  merchandise  and 
services  and  the  allegedly  increased  marginal 
costs  of  a  unit  of  new  technology  have 
forced  firms  to  follow  a  short  cut  approach 
to  the  acquisition  of  a  greater  market  share. 
"Doing  things  alone"  has  allegedly  become 
prohibitive  in  terms  of  costs  involved  even 
for  the  leader  of  an  industry.  Instead,  firms 
seek  to  form  strategic  alliances  among  them- 
selves. This  constitutes  a  challenge  to  the 
theory  of  the  firm.  Competitors  such  as 
AT&T  in  the  telecommunication  industry, 


Toshiba  and  Motorolla  in  the  computer  in- 
dustry, General  Motors  and  Toyota  in  the 
automobile  industry  and  hundreds  of  other 
firms  have  forged  alliance  among  them- 
selves. These  alliances  are  concentrated  in 
R&D  especially  in  the  hi-tech  industries. 
Where  such  alliances  would  eventually  lead 
to  is  difficult  to  tell  at  the  moment.  Kenichi 
Ohmae  is  very  supportive  of  strategic 
alliances  but  Michael  Porter  is  not.  One 
thing  is  certain,  however,  alliances  reinforce 
business  concentration.  In  some  cases  they 
also  give  new  impetus  to  conglomeration. 
Some  firms  which  seek  entry  to  business 
other    than   their   respective  original 
businesses)  prefer  alliance  over  other  modes 
of  entry. 

Little  is  known  about  alliances  among  In- 
donesian firms.  Nevertheless,  some  cases  of 
business  combination  are  known.  Ailing 
companies  are  very  likely  to  become  victim 
of  take-over  through  merger.  Indeed,  a  new 
wave  of  merger  among  Indonesian  banks  is 
thought  to  be  likely  to  take  place  in  the  near 
future.  Furthermore,  large  firms  joining 
hands  in  starting  new  projects  is  practised 
widely. 


Level  of  Concentration 

Concentration  is  a  favourite  topic  in  the 
Indonesian  press.  It  also  is  very  often  men- 
tioned in  seminars  and  other  intellectual 
gatherings.  However,  a  comprehensive 
report  on  the  level  of  concentration  in  the  In- 
donesian business  today  is  clearly  missing. 
Before  such  a  study  is  made,  discussion  of 
concentration  is  bound  to  remain  very  quali- 
tative in  nature. 

Intuitively  one  can  say  that  the  level  of 
concentration  is  different  from  one  industry 
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to  the  other.  In  agriculture,  concentration 
does  not  seem  to  be  a  problem.  In  fact,  land 
fragmentation  is  more  of  a  problem.  Excep- 
tions are  plantation  and  forestry.  However, 
large  plantations  are  owned  by  state  enter- 
prises. No  doubt  concentration  is  very  high 
in  mining.  But  it  is  not  perceived  as  a  serious 
problem  because  this  sector  is  strongly  con- 
trolled by  the  government  through  state 
enterprises.  Even  if  it  were  controlled  by  the 
private  sector,  concentration  in  the  mining 
sector  may  not  attract  hefty  criticism  given 
the  indivisibility  of  mineral  concentrates.  In 
the  construction  sector,  there  seems  to  be  a 
high  level  of  concentration  also.  But  even  in 
this  sector  there  are  a  number  of  large  state 
enterprises  that  seem  to  enjoy  some  privi- 
lages  vis-a-vis  the  private  sector  as  far  as 
publicly  financed  projects  are  concerned.  A 
higher  level  of  concentration  is  found  in  the 
telecommunication  industry  as  well  as  finan- 
cial services.  Again,  it  is  perceived  to  be  less 
of  a  problem  in  view  of  the  strong  presence 
of  state  enterprises  in  these  two  sectors. 

Trading  is  a  sector  where  state  enterprises 
do  not  seem  to  have  a  leading  position, 
though  the  Indonesian  economy  is  also  host 
to  a  number  of  state  trading  companies.  But 
large*trading  company  is  a  new  phenomenon 
in  Indonesia.  Concentration  does  not  seem 
to  be  a  serious  problem  as  far  as  it  is  mea- 
sured in  terms  of  market  shares.  Rather  than 
industrial  concentration,  it  is  the  perceived 
domination  of  traders  of  Chinese  origin  in 
both  retailing  and  wholesaling  that  often 
becomes  target  of  criticism  in  this  respect. 
The  problem  then  is  that  mixing  concentra- 
tion issues  with  those  of  ethnic  grouping  is 
doomed  to  lead  nowhere. 

Manufacturing  is  perhaps  the  sector 
where  discussion  of  concentration  promises 
to  be  the  most  meaningful  for  some  reasons. 


First  of  all,  manufacturing  is  the  sector 
which  is  expected  to  play  the  leading  role  in 
the  economic  development  of  Indonesia  in 
the  years  to  come.  Secondly,  it  is  in  this  sec- 
tor that  the  "Schumpeterian  trade-off  has 
the  greatest  relevance.  Finally,  industrial 
statistics  is  more  readily  available  than  those 
of  other  sectors. 

Table  1  attached  at  the  end  of  this  article 
provides  some  information  about  the  level  of 
concentration  in  Indonesia's  manufacturing 
in  1983  and  1987.  The  shares  of  the  largest 
one,  four  largest  and  ten  largest  enterprises 
in  each  industry's  value  added  at  current 
prices  (defined  at  5-digit-ISIC)  are  measured 
as  shown  in  the  first  column  of  the  table. 
The  next  columns  contain  the  number  of  in- 
dustries in  each  level  of  concentration.  As 
can  be  Seen,  there  are  four  industries  where 
the  share  of  the  largest  enterprise  exceeded 
90%  both  in  1983  and  1987.  The  number  of 
industries  where  the  four-firm  concentration 
index  and  10-firm  concentration  index  ex- 
ceeded 90%  have  declined,  however.  Table  2 
summarises  the  change  in  the  concentration 
level  between  1983  and  1987.  There  are  75  in- 
dustries where  the  one- firm  concentration 
index  declined  against  44  industries  where  it 
increased.  There  are  82  industries  where  the 
four- firm    concentration    index  declined 
against  42  industries  where  it  increased.  In 
other  words,  Table  1  and  Table  2  indicate  a 
declining  rather  than  an  increasing  level  of 
concentration   in   the   manufacturing  in- 
dustry. 

The  forces  behind  this  decline  is  yet  to  be 
studied.  Relating  it  to  deregulation  is  too 
early,  considering  the  fact  that  the  deregula- 
tion of  industrial  and  trade  policy  started 
only  in  1986.  The  only  thing  that  is  clear  at 
the  moment  is  the  negative  correlation  be- 
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Table  1 


THE  NUMBER  OF  INDUSTRIES  lACCORDINO  TO  CONCENTRATION  LEVEL 


Level  of  Concentration 


Up  to  10% 

10%  <  c  <  = 

20% 

20%  <  C  <  = 

30% 

30%<  C  <  = 

40% 

40%  <  C  <  = 

50% 

50%  <  C  <  = 

60% 

60%  <  C  <  = 

70% 

70%  <  C  <  = 

80% 

80%  <  C  <  = 

90% 

90%  <  C  <  = 

100% 

1 

Firm 


13 
22 
27 
14 
15 
15 
2 
6 
1 
4 


1983 


4 

Firm 


6 
2 
12 
9 
10 
14 
20 
12 
16 
18 


10 
Firm 


22 
0 
1 
1 

10 
11 
6 
13 
23 
32 


1 

Firm 


16 
26 
28 
11 
12 
12 
6 
4 
0 
4 


1987 


4 

Firm 


3 
9 
7 
13 
15 
13 
17 
15 
12 
15 


10 
Firm 


14 
0 
3 
8 
9 
8 

12 
18 
16 
31 


Table  2 


THE  NUMBER  OE  INDUSTRIES  ACCORD.NC  TO  CHANGES  IN  CONCENTRATION  LEVEL 


Number  of  Firm 


Change  in  Concentration  j  4 

1983-1087  Firm  Firm 


25 


 "         •  44  42 

Increased  Concentration  .  .  


10 
Firm 


35 


-  Decline  by  5%  or  less 

-  Decline  by  more  than  5%  12  15 

or  up  to  10*  J  40  31 
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tween  the  level  of  concentration  and  the 
number  of  firms  in  an  industry  as  can  be 
seen  from  Figure  1.  The  larger  the  number, 
the  lower  the  level  of  concentration.  This  not 
a  nonsense  tautology.  It  can  be  said  that  the 
number  of  firms  in  an  industry  is  negatively 
correlated  with  the  level  of  entry  barrier, 
meaning  to  say  that  the  freer  the  business  en- 
try, the  lower  the  level  of  concentration  will 
be.'  The  policy  implication  of  this  statement 
is  that  reducing  entry  barrier  to  the  lowest 
possible  level  is  likely  to  reduce  the  level  of 
concentration.    Deregulation   policy  can, 
therefore,  be  expected  to  lead  to  lower  con- 
centration rather  than  otherwise.  Efforts 
needs  also  to  be  done  to  minimise  entry  bar- 
rier that  may  be  erected  by  leading  firms  in 
an  industry.  These  two  statements  are  not 
immaterial.  Deregulation  has  widely  been 
criticised  for  its  alleged  tendency  to  benefit 
big  companies  rather  than  small  and  medium 
companies.  On  the  other  hand,  deregulation 
alone  is  not  enough.  A  kind  of  competition 
policy  is  needed  and  aimed  at  minimising 
barriers  to  entrance  created  by  established 
firms  in  an  unfair  way. 


The  weakness  of  the  indicators  of  con- 
centration discussed  above  lies  in  the  fact 
that  they  do  not  take  into  account  cross 
ownership  between  firms.  While  a  thorough 
study  can  go  in  that  direction,  it  is  important 
to  recall  at  this  juncture  the  hypothesis  men- 
tioned in  the  earlier  section  of  this  article 
about  the  uncoupling  of  ownership  and  the 
power  structure  in  a  firm.  If  this  uncoupling 
is  to  continue  to  decline,  concentration  in- 
dices as  presented  in  Table  1  and  Table  2 
will,  nevertheless,  gain  in  relevance.  The 
main  purpose  of  such  a  measurement  will  be 
to  discover  the  relationship  between  the  level 
of  concentration  and  firm  performance. 


Policies  on  Concentration 

Pending  a  thorough  study,  some  prelimi- 
nary statements  can  be  made  on  concentra- 
tion and  conglomeration  in  the  context  of 
the  new  environment  confronting  Indonesia 
in  the  .years  to  come.  First  of  all,  concentra- 
tion is  not  an  evil  in  itself.  A  certain  level  of 
it  appears,  indeed,  to  be  needed  in  order  to 
enhance  the  ability  of  firms  to  invent  new 
ideas,  innovate  new  products  and  processes 
and  reinvest  the  proceeds  in  new  R&D  ef- 
forts. The  time  has  come  for  Indonesia  to 
look  for  R&D  activities  as  a  source  of 
growth.  Growing  on  the  basis  of  natural  re- 
sources and  so-called  "cheap  labour"  is  not 
only  prone  to  different  criticisms  inside  and 
outside  the  country,  the  potential  for  doing 
so  is  likely  to  be  exhausted  in  a  not  too  dis- 
tant future.  Indeed,  there  seems  to  be  a  need 
for   the   promotion   of  co-operation  of 
alliance  between  companies  for  the  sake  of 
improved  capability  of  the  corporate  sector 
in  respect  of  technology  acquisition.  Mana- 
ging this  kind  of  undertaking  is  very  diffi- 
cult, however.  It  requires  among  others  a 
clean  government  who  then  can  play  the  role 
of  a  jury  in  addition  to  its  role  as  provider  of 
incentives  for  alliance. 

On  the  other  hand,  not  all  business  prac- 
tices are  conducive  to  economic  progress  in  a 
market  economy.  Assuming  that  deregula- 
tion will  remain  the  basic  policy  direction  to 
follow  in  the  coming  years,  new  legal  infra- 
structures are  very  much  needed  to  enhance 
the  functioning  of  competition.  Freedom  to 
take  over,  freedom  to  join  forces  by  way  of 
cartelisation  or  fusion,  freedom  to  fix  prices 
through  collusion,  freedom  to  strengthen 
competitiveness  through  underpayment  of 
workers,  and  freedom  to  boycott  or  to  em- 
bargo competitors  do  not  belong  to  the  free- 
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doms  that  serve  as  the  foundation  of  a 
market  economy.  While  there  may  be  cases 
where  the  pooling  of  resources  occur  be- 
tween the  leaders  in  an  industry  as  was 
asserted  above,  they  need  to  be  treated  as 
special  cases  which  in  turn  should  be  sub- 
jected to  government  supervision. 

Several  discussions  have  been  held  on  the 
need-  for  competition  policy  in  Indonesia. 
They  remain  inconclusive  so  far.  There  are 
legitimate  worries  that  such  a  policy  would 
easily  serve  as  a  new  source  of  rent-creating 
regulations.  The  legal  community  of  Indone- 
sia is  currently  in  a  state  of  disarray.  Even  if 
new  laws  are  enacted,  there  is  a  strong  scep- 
ticism about  the  extent  to  which  they  can  be 
enforced.  These  worries  are  well  founded. 
Nevertheless,  they  are  likely  to  be  there  for  a 
long  time,  particularly  if  economists  cannot 
persuade  politicians  on  the  merits  of  having 
a  reformed  legal  infrastructure  in  the  wake 
of  the  recent  deregulation.  In  other  words,  a 
more  thorough  discussion  among  eco- 
nomists on  anti- trust  legislation,  trade  act 
and  the  treatment  of  small  and  medium 
business  is  needed.  It  must  be  made  clear 
from  the  outset,  however,  that  such  legal  in- 
struments should  not  be  designed  as  wea- 
pons against  concentration  per  se.  What  is  at 
issue  is  the  possible  abuse  of  concentration, 


including  concentration  in  the  form  of  cong- 
lomeration. 

In  a  very  unfortunate  way,  critics  of  de- 
regulation or  certain  parts  thereof  have  to 
some  extent  succeeded  to  implant  the  percep- 
tion that  concentration  is  bad  if  it  is  in  the 
hands  of  businessmen  of  Chinese  origin. 
Conglomerate  has  even  become  a  synonym 
for  big  Chinese  businessman  irrespective  of 
whether  or  not  he  is  really  involved  in  a  di- 
versified operation.  But  apart  from  this  cor- 
ruption of  words,  serious  studies  are  needed 
on  the  impact  of  conglomeration  on  firm 
performance.  At  first  glance,  conglomera- 
tion offers  an  opportunity  of  "economies  of 
scope".  However,  the  fact  that  product  de- 
velopment seems  to  have  been  neglected  in 
the  majority  of  industries  provides  at  least 
reasons  to  speculate  on  the  negative  impacts 
of  conglomeration  on  the  deepening  growth. 
As  long  as  firms  are  fully  free  to  expand 
through  conglomerates,  incentives  to  expand 
through  "intensivity"  will  remain  weak  in 
relative  sense.  Therefore,  policies  may  need 
to  be  designed  to  encourage  firms  to  choose 
core  business  and  to  develop  competitive 
edge  in  that  business.  In  designing  such  poli- 
cies, however,  management  innovations  else- 
where need  to  be  taken  into  account. 


Capital  Formation  and 
Equal  Distribution 
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Introduction 


IN  the  academic  world,  the  question  of 
capital  accumulation  and  formation  has 
actually  not  received  attention  for  quite 
a  long  time.  This  matter  is  no  longer  the  cen- 
tral focus  in  the  study  of  development  eco- 
nomy that  it  was  from  30  to  15  years  ago.  By 
now  one  may  have  also  forgotten  the  pessi- 
mism of  the  1960s  when  various  circles 
found  it  hard  to  believe  the  developing  coun- 
tries, those  with  backward  economies,  would 
be  able  to  attain  an  economic  growth  of  4 
per  cent  per  annum.  The  reason  was  that  in 
order  to  achieve  that  growth  rate  around  25 
per  cent  of  the  national  product  would  have 
to  be  reinvested  in  the  country's  economy. 
Of  this  percentage,  about  half  was  estimated 
to  be  needed  for  public  services,  and  the 
other  half  for  capital  formation.  This  meant 
that  approximately  25  per  cent  of  the  na- 
tional product  was  not  allowed  for  consump- 
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tion,  so  -  by  definition  ~  had  to  be  saved. 
And  yet  in  many  developing  countries  the 
level  of  these  savings  is  much  lower  than 
what  is  needed,  and  on  the  average  only 
amounts  to  5  to  6  per  cent  of  the  gross  do- 
mestic product  (GDP).  This  low  level  of 
savings  is  not  unusual  in  developing  coun- 
tries. 

Consequently,  the  main  purpose  of  de- 
velopment planning  is  to  break  the  vicious 
circle  between  capital  scarcity  and  backward- 
ness by  planning  a  high  level  of  capital  ac- 
cumulation of  a  most  efficient  and  optimal 
character.  Capital  formation  is  considered  to 
be  the  core  of  the  development  process.  This 
means  that  capital  formation  makes  it  possi- 
ble to  fulfill  various  other  conditions  for 
economic  growth. 

Based  on  this  confidence  efforts  were 
made  which  were  popularly  known  as  the 
"big  push",  to  get  out  of  the  vicious  circle. 
The  intellectual  basis  of  these  efforts  origi- 
nated not  only  from  economists,  like  Arthur 
Lewis,  Harrod  and  Domar,  and  Walter 
Rowtow,  but  was  also  developed  in  various 
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multilateral  as  well  as  national  institutions 
which  handled  development  aid.  In  this  con- 
nection foreign  aid  was  given  a  strategic 
meaning  as  a  necessary  supplement  to  do- 
mestic savings.  The  history  of  the  economic 
development  of  South  Korea,  a  country  go- 
ing through  the  most  rapid  progress  in  the 
world,  shows  the  significance  of  this  foreign 
aid,  provided  it  is  really  utilized  properly  to 
accelerate  capital  formation. 

Capital  Formation  and  Economic 
Growth 

Focussing  attention  on  capital  formation 
has  not  proceeded  without  criticism.  Various 
other  thinkers  have  suggested  a  number  of 
factors  that  are  equally  significant  for  eco- 
nomic growth,  maintaining  that  focussing 
attention  on  capital  formation  tends  to  lead 
to  the  neglect  of  the  supply  of  other  growth 
and  development  factors.  Sir  Alec  Cairn- 
cross  (1962),  for  one,  held  that  capital  for- 
mation was  actually  a  secondary  pheno- 
menon in  the  process  of  economic  growth 
and  not  its  main  cause.  According  to  him, 
the  engine  of  growth  was  technological  in- 
novation on  the  side  of  supply  and  sustained 
market  expansion,  on  the  demand  side,  in 
order  to  stimulate  businessr  which  would,  in 
turn,  finance  capital  formation. 

The  concept  of  absorption  capacity, 
which  was  also  developed  by  Cairncross  im- 
plicitly acknowledges  that  the  process  of 
capital  formation  does  not  in  itself  give  rise 
to  or  encourage  other  growth  factors,  like 
skilled  labour,  entrepreneurship,  institu- 
tional vehicles,  or  even  attitudes. 

The  development  strategy  of  the  "hard 
path"  based  on  capital  formation  ~  especial- 
ly physical  capital  -  has  ultimately  under- 


gone modifications  due  to  sharp  criticism 
and  the  emergence  of  a  number  of  social 
movements  (particularly  in  the  donor  coun- 
tries) that  maintain  that  this  strategy  yields  a 
type  of  development  that  does  not  trickle 
down,  a  type  of  development  that  does  not 
succeed  in  adequately  supplying  the  basic 
human  needs;  a  type  of  development  that 
does  not  improve  the  quality  of  life  or  take 
the  environment  into  account.  At  present, 
qualitative  considerations  like  these  can  ob- 
viously not  be  ignored  as  they  are  taking  a 
legitimate,  increasingly  important  place,  not 
only  in  the  development  aid  policy  by  the 
donor  countries,  but  also  in  the  development 
policies  of  some  developing  countries  them- 
selves. 

Past  debates  about  the  role  of  capital  for- 
mation in  the  process  of  economic  growth 
went  on  without  reaching  clear-cut  conclu- 
sions. Meanwhile,  a  development  strategy 
taking  a  "soft  path"  still  was  not  able  to  ex- 
tract itself  from  the  need  to  accumulate 
capital.  An  empirical  study  conducted  by 
Amartya  Sen  (1983)  showed  that  about  25  to 
50  per  cent  of  the  GDP  in  the  developing 
countries  was  derived  from  capital  forma- 
tion. Comparative  data  of  the  World  Bank 
(1989a)  indicated  that,  out  of  88  developing 
countries  (not  including  the  oil  exporting 
states  in  the  Middle  East  and  the  Caribbean 
and  the  South  Pacific  islands),  45  states 
--  thus  slightly  more  that  50  per  cent  --  have 
succeeded  in  achieving  an  average  annual 
growth  of  4  per  cent  or  more  in  the  1965- 
1980  period.  Among  these  45  states,  in  32 
states,  or  71  per  cent,  the  increase  in  invest- 
ments reached  an  average  of  8  per  cent  per 
annum.  Meanwhile  in  only  7  states  did  the 
investments  increase  reach  more  than  an 
average  of  8  per  cent  per  annum;  but  the 
level  of  its  economic  growth  was  less  than  4 
per  cent  per  annum. 
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The  above  data  indicate  a  rather  close 
link  between  capital  formation  and  eco- 
nomic growth,  although  capital  formation  is 
not  the  only  determinant  of  economic 
growth.  Even  so,  the  data  of  the  World  Bank 
also  show  that  until  1987,  among  the  afore- 
mentioned 88  developing  countries,  only  32 
(36  per  cent)  have  been  successful  in  main- 
taining a  level  of  investment  of  more  than  a 
20  per  cent  of  GDP,  or  gone  through  the  so- 
called  "industrialisation  revolution",  to 
borrow  an  expression  of  Arthur  Lewis. 

Besides  the  new  industrial  states  in  Asia 
(Asian  NICs)  the  ASEAN  states  (except  the 
Philippines)  have  apparently  also  carried  out 
such  an  industrialisation  revolution.  In  In- 
donesia, for  instance,  the  level  of  investment 
has  risen  from  8  per  cent  of  GDP  in  1965  to  a 
26  per  cent  of  GDP  in  1987.  In  line  with  this, 
the  level  of  the  savings  (gross  amount)  also 
increased  from  8  per  cent  of  GDP  in  1965  to 
29  per  cent  of  GDP  in  1987.  The  fifth  Five 
Year  Development  Plan  announced  that  by 
the  end  of  the  current  five  year  period  (1993) 
the  investment  level  would  reach  a  28  per 
cent  of  GDP.  For  this  purpose,  capital  for- 
mation must  increase  by  15.2  per  cent  on  the 
average  per  annum  for  five  years.  On  the 
whole,  the  need  for  investment  is  estimated 
at  Rp  240  trillion. 

It  is  hoped  that  94  per  cent  of  the  invest- 
ment will  come  from  domestic  savings,  and 
only  the  remaining  6  per  cent  will  come  from 
foreign  funds.  The  Government  investment 
through  the  Draft  State  Budget  is  estimated 
to  reach  45  per  cent  of  this  need.  For  the  rest 
(55  per  cent),  money  is  expected  to  be  sup- 
plied by  the  private  sector  (plus  the  State 
enterprises).  By  and  large  the  plan  to  finance 
the  fifth  Five  Year  Development  Plan  has 
outlined  the  increase  of  the  role  of  the 
private  sector  in  capital  formation  and 


capital  accumulation  in  Indonesia.  The  ques- 
tion that  should  be  raised  is:  Can  we  carry 
out  the  process  of  capital  formation  and 
capital  accumulation  in  the  future  in  the 
above  amounts  in  a  smooth  fashion? 

The  Process  of  Capital  Formation  in 
Indonesia 

The  academic  world  is  being  challenged 
to  explain  why  the  industrialisation  revolu- 
tion, which  has  accelerated  capital  forma- 
tion and  capital  accumulation,  has  taken 
place  in  certain  states.  South  Korea  has  been 
one  of  the  spectacular  cases,  and  therefore  it 
has  become  the  main  study  material.  What  is 
interesting  in  the  Korean  case  is  the  presence 
of  two  paradigms,  which  are  used  simulta- 
neously to  explain  its  rapid  capital  accumu- 
lation and  economic  growth.  And  yet,  both 
paradigms  are  actually  diametrically  op- 
posed to  each  other,  if  viewed  from  their 
lessons  for  development  policy.  The  former 
is  a  paradigm  of  dirigisme  as  proposed  by  de- 
velopment economics.  The  essence  is  the 
creation  of  an  economic  surplus  and  a  large 
scale  mobilisation  of  investment  sources, 
specifically  for  the  development  of  an  in- 
dustrial sector,  and  for  the  development  of  a 
certain  combined  mechanism  between  the 
government   and  entrepreneurs,  under  the 
direction  of  the  government,  in  order  to 
transform  those  financial  sources  into  pro- 
ductive assets.  This  paradigm  may  apparent- 
ly be  applied  to  Korea  without  difficulty. 

The  second  paradigm  is  a  neo-classical 
one  which  calls  our  attention  specifically  to 
the  strategy  for  promotion  of  exports,  rely- 
ing on  international  trade  as  the  engine  of 
growth.  Its  essence  is  the  utilisation  of  the 
price  signals  obtained  through  the  market. 
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In  this  connection,  the  strategy  of  import 
substitution  is  considered  to  cause  distor- 
tions to  the  market,  and  therefore  the  stra- 
tegy for  export  promotion  is  a  superior  one. 
Actually  the  focus  of  attention  here  has 
shifted  from  capital  accumulation  to  the 
problem  of  utilising  economic  resources  effi- 
ciently. This  paradigm  can  also  be  applied  to 
Korea  since  President  Park  in  1961  en- 
couraged the  strategy  for  export  promotion 
through  various  export  incentives.  In  suc- 
cessive stages  the  government  corrected  the 
price  distortion,  created  in  connection  with 
the  policy  of  import  substitution.  In  this 
connection  it  has  been  concluded  that  the 
Korean    Government   has    succeeded  in 
creating  a  neutral  policy  between  export  and 
import  substitution.  According  to  Bhagwati 
(1978),  this  neutral  policy  is  marked  by  the 
ratio  of  the  effective  exchange  value  for  im- 
ports and  exports  amounting  to  one.  Prac- 
tically this  means  that  Korea  has  a  free  trade 
economy. 

A  simpler  formulation  was  proposed  by  a 
Swedish  economist,  Staffan  Buhenstam 
Under  (1984),  in  studying  the  Korean  case 
and  the  case  of  other  Asian  newly  industrial 
states,  in  view  of  the  success  of  those  states 
in  applying  the  policy  of  "double  distor- 
tion". This  means  that  the  existing  distor- 
tion in  order  to  protect  the  domestic  industry 
in  relation  to  import  substitution  was  com- 
pensated by  a  new  distortion  in  the  form  of 
incentives  to  encourage  exports. 

From  the  above  exposition  one  question 
arises:  Must  the  policy  of  export  promotion 
always  be  identified  with  the  absence  of 
government  intervention  and  full  reliance 
on  the  strength  of  the  market?  In  essence, 
the  promotion  of  exports  only  constitutes 
one  target.  In  the  end  we  are  once  more 
faced  with  a  more  fundamental  question: 


How  can  capital  formation  and  accumula- 
tion be  directed  towards  this  target?  The 
process  of  capital  accumulation,  as  shown 
by  the  Korean  case,  did  not  take  place  by 
itself,  but  thanks  to  organisation  through  a 
certain  mechanism.  In  his  writing  "The 
Spread  of  Economic  Growth  to  the  Third 
World:  1850-1980",  Reynolds  (1983)  tried  to 
explain  why  only  a  few  developing  countries 
had  experienced  progress  until  now  ~  or  as  I 
expressed  it  previously,  experienced  an  in- 
dustrialisation revolution.  Reynolds  con- 
cluded that  the  differences  in  their  achieve- 
ments were  not  due  to  differences  in  the 
possession  of  productive  factors  (factor  en- 
dowments), but  were  due  to  main  factors  in 
the  form  of  the  political  organisation  and  the 
administrative  ability  of  the  Government. 

As  a  consequence  of  the  importance  of 
political  and  governmental  factors,  the  field 
that  originally  constituted  the  domain  of  de- 
velopment economy  has  now  changed  into 
an  arena  of  political  economy.  One  of  the 
many  models  which  are  developing  at  pre- 
sent is  that  of  industrialisation  under  a 
bureaucratic  and  authoritarian  system, 
which  is  known  as  the  "bureaucratic- autho- 
ritarian model",  as  first  formulated  by  Juan 
Linz  from  Spain,  and  which  has  been  used  to 
explain  the  Latin-American  development. 

According  to  this  model  there  are 
basically  two  sets  of  problem.  Firstly,  the 
transformation  from  a  development  strategy 
of  import  substitution  to  export  promotion 
requires  that  efforts  be  made  to  qualitatively 
improve  industry  while  looking  for  export 
markets;  consequently,  on  the  one  hand, 
large  scale  organisations  will  be  needed  that 
are  prepared  and  financially  able  to  await 
the  returns  on  their  investments  which  could 
take  a  long  time.  On  the  other  hand,  a 
guarantee  is  needed  for  stability  in  the  in- 
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stitutional  mechanism,  such  as  the  system  of 
export  promotion  and  the  exchange  value.  In 
this  connection,  national  development  and 
industrialisation  tend  to  be  spear- headed  and 
dominated   by   the    government  itself. 
Secondly,  to  further  national  development 
and  industrialisation,  the  Government  plays 
an  active  role  in  directing  the  sources  of  in- 
vestment to  build  industry  through  mobilisa- 
tion of  domestic  funds,  which  is  carried  out 
in  all  possible  ways,  including  by  the  sup- 
pression of  social  aspirations  which  are  con- 
sidered premature,  even  by  attempting  to 
depoliticise  the  population. 

This  model  was  applied  by  Dwight  King 
in  his  study  on  Indonesia,  because  he  felt 
that  the  existing  interpretations  as  developed 
by  Karl  D.  Jackson,  John  Girling,  Ruth 
McVey,  and  Harold  Crouch,  who  borrowed 
the  "bureaucratic  policy  model"  of  Riggs, 
were  entirely  inadequate.   But  all  those 
studies  actually  imply  the  same  thesis  namely 
that  policy  making  in  Indonesia  is  conducted 
entirely  by  the  bureaucracy  ~  or  by  the 
government's  elite  -  itself.  This  means  that 
the  policy  of  capital  formation  and  accumu- 
lation in  Indonesia  is  considered  also  to  be 
entirely  under  the  control  of  the  govern- 
ment. The  most  extreme  interpretation  was 
offered  by  Benedict  Anderson  who  pictured 
the  Indonesian  State  (Government)  as  a  unit 
pursuing  its  own  interest,  which  is  different 
from  the  interest  of  the  nation  (society). 

Don  Emerson  (1983)  and  William  Liddle 
(1987)  offered  a  thesis  that  would  probably 
come  nearer  to  reality.  They  opposed  the 
above  mentioned  simplistic  interpretation, 
and  on  the  basis  of  several  case  studies  of 
policy  making,  they  pointed  out  that 
although  the  policy  making  was  in  the  hands 
of  the  bureaucracy,  a  certain  pluralism  was 
found  in  its  process.  Liddle  formulated  a 


"limited  pluralism"  by  referring  to  the  in- 
direct role  played  by  extra  bureaucratic  ac- 
tors who  had  more  or  less  received  "the 
blessings"  of  the  government.  These  extra- 
bureaucratic  actors  might  include  the  press, 
the  intellectuals,  members  of  Parliament, 
consumers,  and  also  producers. 

If  Liddle' s  formulation  is  correct,  the 
producers,  namely  capital  owners,  also  have 
a  part  in  the  formulation  of  national  policy, 
and  indeed  they  ought  to  have  a  legitimate 
place.  Nevertheless,  especially  in  the  present 
era  of  deregulation  in  Indonesia,  one  gets  the 
impression  that  the  scope  of  policy  making 
has  shifted  from  the  centralist  type  which  is 
dominated  by  the  Government  Bureaucracy, 
towards  a  certain  pattern  in  which  the  capital 
owners,  especially  those  owning  big  capital 
or  the  capitalists,  are  considered  to  play  an 
exceedingly  great  role.  No  wonder  that  the 
rising  of  these  capitalists  in  Indonesia  has 
become  an  interesting  object  of  study  at  pre- 
sent. 

Kunio  Yoshihara's  study  (1988),  for  in- 
stance,  is  known  to  many  people  in  Indone- 
sia. This  study  concludes  that  the  group  of 
capitalists  in  Indonesia  and  in  other  ASEAN 
states  is  only  an  ersatz  (substitute)  type,  and 
by  definition  it  is  actually  in  a  weak  position. 
This  ersatz  quality  is  displayed  in  several 
ways:  (a)  the  development  of  (local)  capital, 
which  is  mostly  limited  to  the  tertiary  sector 
(services,  particularly  trade);  (b)  dependence 
on  foreign  technology;  (c)  the  domination  by 
capitalists  of  Chinese  origin;  and  (d)  the  do- 
mination by  rent  seekers.  Yoshihara  actually 
seemed  to  be  very  much  influenced  by  the 
Japanese  climate  and  the  experience  of  the 
Japanese  industrialisation  process,  especially 
in  passing  judgement  on  the  significance  of 
independence  of  technology  of  the  in- 
dustrialists. Yoshihara  concludes  that  the 
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private  and  capital  sector  of  ASEAN  actual- 
ly cannot  yet  be  relied  upon  to  spearhead 
economic  development  because  it  does  not 
have  a  solid  export  capacity  (like  the  one 
possessed  by  Japanese  capital).  And  this  is 
possibly  because  the  capitalists  in  Southeast 
Asia  generally  are  of  the  comprador  capi- 
talists type,  who  are  mere  extensions  of  in- 
ternational capitalists. 

Richard  Robison  (1986)  does  not  agree 
that  the  group  of  capital  owners  in  Indonesia 
are  compradors.  Aside  from  this,  he  also 
questions  to  what  extent  this  matter  might 
still  be  relevant,  considering  that  a  complex 
capital  integration  has  taken  place  on  an  in- 
ternational level.  Robison  traces,  in  his 
study,  the  rise  of  groups  of  capital  owners  in 
Indonesia  and  agrees  that  their  growth  has 
been  made  possible  by  government  inter- 
vention. He  is,  however,  also  of  the  opinion 
that  the  main  groups  have  evidently  been 
able  to  build  an  independent  foundation. 
This  means  that  they  have  become  less 
dependent  on  the  government.  Moreover, 
Robison  further  views  that  this  capital  group 
has  penetrated  into  the  realm  of  decision- 
making. Therefore  the  government's  policy 
has  been  to  a  greater  extent  directed  towards 
the  interests  of  capital  formation  and 
towards  the  capital  accumulators.  Robison 
visualizes  Indonesia's  future  as  resembling 
the  model  of  the  "capitalist"  state  of  Korea. 

The  debates  on  the  role  of  the  private  en- 
trepreneurs in  Indonesia's  economic  de- 
velopment have  probably  never  been  as  live- 
ly as  the  current  ones.  Various  issues  and 
problems  have  arisen,  like  the  problems  of 
conglomerates  and  conglomerations,  and  the 
policy  to  "go  public"  that  has  exposed 
them.  The  image  that  has  emerged  is  that  all 
companies  and  big  capital  in  Indonesia  are 
manipulators.  This  has  been  supported  again 


by  the  doubt  society  feels  with  regard  to  the 
process  and  motivation  of  the  companies 
which  have  successively  "gone  public". 
Aside  from  the  picture  that  a  number  of  ac- 
tually unsound  companies  have  been  able  to 
manipulate  their  bookkeeping,  the  act  of 
"going  public"  in  itself  is  often  interpreted 
as  an  act  of  robbery. 

This  perception  is  naturally  quite  worri- 
some. One  of  its  negative  consequences  will 
be  felt  with  regard  to  the  development  of  the 
capital  market,  which  has  been  promoted 
very  recently.  For  the  process  of  capital  ac- 
cumulation in  Indonesia  eventually,  the 
stock  exchange  ought  to  play  a  strategic  role. 
It  constitutes  one  of  the  main  vehicles  for 
mobilising  long-term  funds. 

The  prospects  of  the  capital  market  in  In- 
donesia are  very  good.  In  order  to  establish 
credibility,  however,  what  is  immediately 
needed  is  clarity  about  the  rules  of  the  game. 
Once  these  are  in  place,  one  also  needs  a 
referee  of  high  integrity.  While  entrepre- 
neurs and  capital  owners  are  certainly  not 
angels,  they  should  not  be  considered  mani- 
pulators either.  Basically  they  are  also  ordi- 
nary human  beings.  If  big  capital  vests  ex- 
cessive power  in  entrepreneurs,  this  power 
obviously  has  to  be  controlled  as  every 
power  also  must  be  guarded.  For,  according 
to  the  proverb  that  has  been  so  often  cited, 
"Power  corrupts".  A  conglomerate  can  also 
play  an  important  role  and  can  even  be  ac- 
corded an  important  function  in  national  de- 
velopment. However,  a  conglomerate,  like 
other  companies  and  big  capital,  must  be 
watched,  especially  to  prevent  its  actions 
from  weakening  competition,  and  must  be 
guarded  in  order  that  it  may  not  undertake 
"monopolising"  actions.  It  is  for  this  pur- 
pose that  rules  of  the  game  are  needed. 
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It  is  all  these  mechanisms  and  rules  of  the 
game  that  must  be  forthwith  formulated  and 
created.  Openness  and  transparency  are  also 
required,  not  only  on  the  side  of  the  govern- 
ment, but  also  on  the  part  of  the  private 
enterprises.  The  development  of  the  capital 
market  is  expected  to  be  able  to  give  impetus 
in  this  direction,  because  the  companies  that 
have  "gone  public"  have  to  open  themselves 
to  scrutiny  whether  they  like  it  or  not. 

Meanwhile,  an  ideological  debate  is  also 
beginning  to  develop.  One  of  the  news- 
papers, recently  discussed  the  penetration  of 
New  Right  thoughts  into  Indonesia.  The  opi- 
nion was  expressed  that  the  present  manage- 
ment of  economy  in  Indonesia  had  already 
deviated  from  the  mandate  established  in  the 
1945  Constitution  (Article  33)  and  that  In- 
donesia's economy  following  deregulation, 
had  become  a  capitalist  economy.  Debates 
concerning  this  matter  are  usually  incoherent 
and  tend  to  be  tautological,  merely  circling 
around  semantic  matters.  Their  relevance  is 
not  clear,  either.  What  is  the  point  in  getting 
trapped  in  new  ideological  debates?  Linder 
(1984),  for  instance,  offered  his  concept  of 
"high-ec",  a  production  system  that  has 
been  proved  superior,  as  is  found  in  the  West 
Pacific  region  (Japan  and  the  Asian  Tigers), 
and  that  he  sees  as  having  succeeded  in  win- 
ning the  ideological  competition  with  eco- 
nomic systems  that  are  managed  through  a 
central  planning.  Is  it  not  more  important 
for  us  to  also  develop  such  a  superior 
system? 

Without  allowing  ourselves  to  get 
trapped  in  isms  or  general  conceptions  that 
lead  us  astray,  we  must  also  study  a  few  pro- 
positions offered  by  the  wellknown  sociolo- 
gist Peter  Berger  (1986),  who  tried  to  explain 
the  above  phenomena.  Berger  uses  the  ex- 
pression "capitalist  revolution"  to  illustrate 


the  general  observation  that  the  capitalist 
system  itself  has  gone  through  unending 
reform.  In  particular,  Berger  is  quite  fasci- 
nated by  the  development  in  East  Asia  which 
he  sees  as  the  "second  case"  of  --  and  has 
strengthened  ~  this  capitalist  revolution. 
This  means  that  non-Western  states  are 
evidently  also  able  to  succeed  in  continuous- 
ly making  headway  with  their  economic  de- 
velopment, by  processing  and  possibly  even 
by  "perfecting"  the  capitalist  system.  The 
final  result  is  a  typology  of  a  new  industrial 
capitalism,  different  from  that  which  was 
known  before.  This  system  can  actually  be 
named  anything  ~  the  Japanese  System,  or 
the  Asian  System.  What  is  in  a  name?  Again, 
what  is  important  is  the  creation  of  such  a 
superior  system. 

Capital  Formation  and  the  Challenge 
of  Equal  Distribution 

One  ought  to  wonder,  however,  whether 
this  superior  system  is  merely  that  which  is 
capable  of  continuously  sharpening  its  com- 
petitive edge  in  the  international  battle  field? 
Actually  this  superior  system  ought  to  be 
clearly  more  than  that;  it  also  must  be  a 
system  capable  of  enhancing  human  dignity 
and  of  emanating  justice.  Are  they  not  our 
main  task  and  challenge?  How  does  this 
matter  relate  to  the  question  of  capital  ac- 
cumulation? Before  discussing  this  more 
specific  matter,  it  may  be  necessary  for  us  to 
take  a  look  at  the  capital  structure  in  Indone- 
sia, and  its  relations  to  the  structure  and 
organisation  of  production  activities  in  this 
country. 

According  to  the  1986  Economic  Census 
for  Indonesia,  9.28  million  companies 
operate  in  non-agricultural  fields.  Out  of 
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this  number,  about  5.11  million  (55  per  cent) 
are  engaged  in  trading  activities.  These  com- 
panies employ  41  per  cent  of  all  workers. 
About  73  per  cent  of  all  trade  companies  are 
found  in  Java.  Out  of  approximately  5.11 
million  companies  here,  approximately  125 
thousand  (or  2.5  per  cent)  are  large  trade 
enterprises.  The  greater  part  of  the  re- 
mainder are  retailers. 

The  companies  operating  in  the  manu- 
facturing industry  number  approximately 
1.53  million  --  exactly,  1.533.624  --  or  16.4 
per  cent  of  all  non- agricultural  companies, 
and  they  have  absorbed  around  31  per  cent 
of  all  workers.  Approximately  70  per  cent  of 
these  processing  companies  are  also  found  in 
Java.  Among  these  1.53  million  companies, 
2.894  or  0.19  per  cent  are  large  companies; 
10.008  or  0.65  per  cent  belong  to  the 
medium-sized  companies;  98.129  (6.4  per 
cent)  belong  to  the  small  industry,  and  the 
remainder  or  about  93  per  cent  of  all  com- 
panies constitute  home  industries. 

The  picture  illustrated  above  is  in- 
teresting, but  a  census  conducted  for  one 
year  only  does  not  suffice  to  show  the  nature 
of  its  development.  One  important  question, 
namely  to  what  extent  the  big  companies  are 
inclined  to  -  or  systematically  -  destroy 
small  interprises,  cannot  be  answered  either. 
At  first  glance  it  seems  evident  that  although 
a  relationship  has  not  yet  been  established 
between  large,  medium-sized  and  small  scale 
companies  in  manufacturing  industries,  at 
least  there  is  a  co-existence  among  companies 
of  different  economic  scales.  This  situation 
could  in  fact  be  exploited.  An  illustration  of 
capital  distribution  and  productive  assets 
among  those  large,  medium  and  small  scale 
companies  is  also  not  as  yet  available,  but 
without  doubt  capital  concentration  occurs 
in  large  companies  with  their  high  invest- 


ment rate  and  value  added. 

Recently  we  are  confronted  with  various 
asset  estimates  on  the  groups  of  large  com- 
panies in  Indonesia.  There  was  a  report  to 
the  effect  that  44  groups  of  conglomerate 
comprising  approximately  two  thousand 
companies  had  assets  amounting  to  Rp  18 
trillion;  it  was  also  estimated  that  200  largest 
groups  had  assets  of  Rp  34  trillion;  another 
estimate  held  that  the  entire  assets  of  300 
large  groups  amounted  to  Rp  49  trillion. 
These  data  are  undoubtedly  difficult  to 
verify.  However,  given  those  figures  as  a 
criterion,  it  seems  likely  that  the  entire  assets 
of  private  companies  (large  and  medium- 
sized)  would  amount  to  Rp  60  trillion.  What 
do  those  figures  mean? 

As  mentioned  in  the  report  of  the  Inter- 
national Monetary  Fund  (1989)  on  Indone- 
sia, the  assets  of  all  "state  companies" 
(BUMN)  in  1987  reached  about  Rp  131 
trillion;  this  means  that  the  assets  of  the 
private  companies  make  up  about  half  of 
those  of  state  companies.  Meanwhile,  the 
Report  of  the  Ministry  of  Cooperatives  esti- 
mated that  the  total  number  of  assets  of  all 
cooperatives  in  Indonesia  by  the  end  of  1989 
only  approached  Rp  1  trillion. 

We  do  not  have  capital  stock  data  for  In- 
donesia, but  using  a  "capital-output  ratio" 
estimate  of  3.5  (between  2.5  and  4.5,  in 
keeping  with  the  voluhie  in  various  other 
countries),  we  estimate  the  capital  stock  in 
Indonesia  in  1988  to  be  around  Rp  500 
trillion.  This  means  that  the  capital  accumu- 
lation carried  out  by  private  companies 
amounted  to  about  12  per  cent  of  the  na- 
tional capital  stock. 

A  correct  and  detailed  picture  of  the  role 
of  the  private  business  sector  in  capital  for- 
mation is  not  readily  available  either.  In 
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1987  for  the  first  time  the  Central  Bureau  of 
Statistics  published  a  Balance  Sheet  of  the 
Flow  of  Funds  in  Indonesia  for  1980  which 
was  the  first  attempt  to  trace  the  sources  and 
spending  of  funds.  This  balance  sheet  in- 
dicated that  out  of  Rp  21 .9  trillion  in  national 
fund  sources  (savings)  60  per  cent  was  used 
by  the  private  business  sector  for  capital  for- 
mation. The  remainder,  about  14.5  per  cent, 
was  used  for  capital  formation  in  the  house- 
hold sector,  and  25  per  cent  was  used  by  the 
state  sector.  The  role  of  the  cooperatives  was 
almost  negligible  (0.1  per  cent).  This  balance 
sheet,  however,  is  still  far  from  perfect,  and 
cannot  be  considered  entirely  reliable. 

An  estimate  of  the  World  Bank  (1989  b) 
in  its  Report  on  Indonesia,  offers  a  picture 
of  the  development  of  capital  formation 
during  the  last  few  years.  In  1989,  for  in- 
stance, out  of  the  domestic  capital  formation 
as  a  whole,  the  government  shares  amounted 
to  41  per  cent,  whereas  private  shares  reach- 
ed 59  per  cent.  The  private  shares,  however, 
also  included  a  portion  of  the  state  com- 
panies (BUMN).  The  investment  analysis 
performed  by  the  Central  Bureau  of 
Statistics  on  the  basis  of  the  1986  Economic 
Census,  estimated  that  the  value  of  capital 
formation  carried  out  by  the  state  companies 
had  already  decreased  from  about  20  per 
cent  of  the  capital  formation  as  a  whole  in 
1978,  to  11  per  cent  of  the  capital  formation 
as  a  whole  in  1985.  By  contrast,  in  the  same 
period,  the  private  shares  rose  from  45  per 
cent  to  50  per  cent  of  the  capital  formation 
as  a  whole.  These  data  indicate  that  the  role 
of  the  private  sector  in  capital  accumulation 
in  Indonesia  has  actually  increased  since  the 
end  of  the  1970s. 

As  might  be  expected,  the  capital  accu- 
mulation registered  by  the  private  sector, 
especially  in  the  industrial  sector,  was  for  the 
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greater  part  financed  through  bank  credits, 
particularly  credits  supplied  by  state  banks. 
The  position  of  bank  credits  which  up  to 
August  1988,  amounted  to  approximately  Rp 
40  trillion,  of  which  one  third  was  used  for 
the  development  of  the  industrial  sector. 
From  this  amount,  around  79  per  cent  was 
supplied  by  state  banks.  The  extensive 
reliance  on  bank  credits  was  reflected  in  the 
high  average  debt- equity  ratio  of  the  com- 
panies in  Indonesia.  This  was  the  reason  why 
the  development  of  the  capital  market  has  a 
very  important  and  strategic  significance  for 
capital  accumulation  in  Indonesia  in  the 
long-term. 

With  the  above  picture  it  is  actually  clear 
enough  what  the  problem  will  be  for  capital 
accumulation  in  Indonesia  eventually.  The 
question  of  access  to  credit  or  financial 
capital  which  can  be  used  for  the  formation 
of  productive  assets  is  at  the  core  of  the  pro- 
blem. From  the  aspect  of  policy  making  on 
the  national  level,  the  main  question  is  how 
to  create  and  to  guarantee  access  to  credit 
for  small  entrepreneurs  and  companies  and 
for  weak  economic  groups.  Meanwhile,  how 
can  one  guarantee  that  big  entrepreneurs  and 
companies  with  strong  capital  will  not  crowd 
out  small  investors.  We  are  now  trying  to 
formulate  an  explanation  of  the  principle  of 
economic  democracy.  Is  it  not  true  that  the 
latter  means  spreading  capital  ownership  to 
as  many  members  of  society  as  possible?  Is 
the  aim  of  economic  democracy  not  owner- 
ship of  productive  capital  which  produces  in- 
come for  all  the  population?  This  goal  is  not 
easy  to  attain,  and  can  obviously  not  be 
achieved  by  a  decree  or  law,  its  key  is  rather 
creation  of  certain  mechanism.  A  financial 
mechanism  is  one  of  the  main  mechanisms  if 
not  the  primary  one.  Its  realisation,  how- 
ever, greatly  depends  on  mechanism  at  the 
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micro  level.  It  is  here  where  each  company 
can  play  a  creative  role  in  the  accumulation 
of  national  capital,  which  is  characterised  by 
economic  democracy. 

Recently  the  government  initiated  three 
new  policies  oriented  towards  equal  distribu- 
tion in  the  process  of  capital  formation  in  In- 
donesia. The  first  one  involved  the  intensifi- 
cation of  access  to  bank  credits  for  small  and 
medium  scale  businesses  through  rules  and 
regulations  which  compel  the  banks  to  supp- 
ly at  least  20  per  cent  of  all  their  credits  for 
the  aforementioned  enterprises.  The  second 
policy  especially  involves  cooperatives  and 
an  "appeal"  to  sound,  big  companies  to  of- 
fer opportunities  to  cooperatives  to  become 
shareholders  in  the  companies  in  question. 
The  third  policy  concerns  the  effort  to 
spread  capital  to  East  Indonesia  (E.I.), 
which  is  being  spearheaded  by  the  govern- 
ment through  allocations  of  larger  develop- 
ment funds  to  this  region.  All  these  policies 
are  well-intentioned  and  are  perhaps  needed 
politically  apart  from  economic  considera- 
tions. But  the  implementation  or  operationa- 
lisation  of  these  policies  remains  to  be  under- 
taken. 


The  Managerial  Revolution? 

The  use  of  the  term  "managerial  revolu- 
tion" to  be  introduced  here,  is  for  us 
perhaps  simply  a  logical  continuation  of  the 
"industrialisation  revolution",  which  we 
have  gone  through  and  the  "capitalist  revo- 
lution" we  are  going  through. 

The  managerial  revolution  principally  af- 
fects scholars  in  the  field  of  management 
and  professional  Indonesian  managers.  But 
tiie  capital  owners  themselves  would  do  bet- 
ter to  also  take  part  actively  in  this  process. 


One  of  the  clear  trends  in  business  and  busi- 
ness organisations  anywhere  is  fragmenta- 
tion of  ownership.  The  managerial  functions 
in  Indonesia  have  been  and  will  be  increa- 
singly taken  over  by  professional  managers. 
Meanwhile,  the  development  of.  the  capital 
market  is  opening  up  opportunities  for 
capital  suppliers  to  invest  in  a  company 
without  having  to  become  involved  in  the 
management  of  the  company  itself. 

It  is  this  decoupling  of  ownership  and 
management  that  is  providing  an  opportuni- 
ty to  the  managerial  revolution.  The  profes- 
sional managers  are  required  to  introduce 
various  innovations.  Let  us  study  two  pat- 
terns of  managerial  innovations  in  the  field 
of  capital  formation  and  accumulation. 

The  first  one  is  a  programme  of  in- 
dustrial linkage.   The  idea  of  industrial 
linkage  is  nothing  new.  The  link  between  big 
and  medium-sized  industries  on  the  one 
hand  and  small  and  cottage  industries  on  the 
other,  as  formulated  in  the  policy  of  appoin- 
ting "foster-fathers"  and  "foster-sons"  in 
business  enterprises,  probably  must  now  be 
viewed  from  a  new  perspective;  not  from  a 
political  or  charity  perspective,  but  from  a 
creative  managerial  perspective.  Is  it  not 
reasonable  if  from  the  viewpoint  of  a  profes- 
sional manager  of  a  large  company,  that  a 
number  of  small  companies  producing  or 
capable  of  producing  spare  parts  or  various 
components  of  the  company's  main  produc- 
tion, be  primarily  seen  from  the  angle  of  de- 
centralisation of  production  locations?  The 
production  is  integrated  through  a  scheme  of 
production  optimalisation  in  a  technical 
fashion,  and  even  probably  optimalisation 
from  the  financial  aspect. 

In  effecting  the  integration  of  the  pro- 
duction, the  big  company  will  become  a  con- 
duit for  the  small  companies,  which  are 
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within  the  former's  array  of  production.  In 
this  connection  the  big  company  will  provide 
access  for  the  small  ones,  no  matter  how 
small  and  weak  the  latter  may  be  originally, 
in  order  to  help  them  acquire  bank  credits.  If 
the  government  offers  credit  priority  on 
more  lenient  conditions,  the  whole  array  of 
production  which  is  managed  in  this  linkage 
cannot  only  be  made  optimal  technically, 
but  also  financially. 

The  policy  to  increase  access  to  credits 
for  small  and  medium- sized  business  enter- 
prises might  be  best  based  on  the  framework 
of  developing  the  linkage  of  these  business 
enterprises. 

The  second  one  is  what  may  be  called  a 
programme  for  expanding  ownership.  This 
idea  is  not  new  either.  President  Soeharto  has 
explictily  proposed  that  the  private  compa- 
nies in  Indonesia  contemplate  a  way  to  make 
it  possible  for  a  part  of  their  shares  to  be 
owned  by  cooperatives,  including  employees- 
owned  cooperatives.  This  idea  was  not  only 
feasible,  but  also  desirable,  according  to 
managers  interested  in  innovation,  parti- 
cularly in  corporate  finance.  The  core  of  the 
idea  of  expansion  of  ownership  is  the  use  of 
credit,  which  makes  it  possible  for  the 
employees  to  obtain  shares  in  the  companies 
where  they  work.  The  shares  will  be  paid 
from  revenues  produced  by  investments.  In 
this  respect,  too,  the  credit  mechanism  may 
be  used  in  a  creative  way. 

The  pattern  of  expansion  of  ownership 
will  benefit  all  sides,  the  employees,  owners, 
management  (the  professional  managers) 
and  banks  that  are  involved.  The  employees 
naturally  benefit  by  obtaining  capital 
(shares),  and  by  being  able  to  acquire 
dividends  of  the  capital  without  having  to 
directly  invest  -  which  they  may  not  be  able 
to  do  anyway.  This  scheme,  however,  is  not 
a  present  to  the  employees  because  they 
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repay  the  apparent  debt  through  increased 
productivity.  For  the  current  capital  owners, 
this  programme  is  profitable  because  it  im- 
proves labour  relations  in  their  environment, 
aside  from  increasing  the  productivity  of  the 
employees.  Therefore  the  returns  on  their  in- 
vestments will  be  higher.  For  the  managers, 
aside  from  the  fact  that  they  shares,  they  will 
also  receive  benefit  from  this  programme.  In 
the  United  States,  for  instance,  a  similar  pro- 
gramme known  as  the  Employees  Stock 
Ownership  Program  (ESDP),  was  able  to 
reduce  the  employee  pressure  for  raises,  per- 
mitting the  company  to  become  more  com- 
petitive during  the  moment  of  economic 
downturn.  In  addition,  the  company  was 
able  to  obtain  cheaper  credits  and  to  get  a 
more  favourable  tax  treatment.  The  bank 
also  felt  is  had  profited  because  the  loan  it 
had  given  was  more  guaranteed. 

This  model  can  be  established  in  the 
following  way:  First  of  all,  the  employees 
together  set  up  an  agency  that  is  legally 
separate  from  the  company.  This  agency 
does  not  become  involved  with  the  manage- 
ment of  the  company,  nor  does  it  function  as 
a  trade  union.  Furthermore,  this  agency 
receives  credit  from  the  bank  with  a  col- 
lateral from  the  company.  The  bank  is  op- 
timally the  same  one  that  has  provided  loans 
to  the  company.  The  agency  uses  the  credit  it 
obtains  to  buy  old  and  new  company  shares. 
These  shares  are  distributed  to  all  employees 
based  on  a  formula  collectively  agreed  upon. 
As  long  as  the  bank  loan  is  not  repaid,  the 
employees'  shares  remain  frozen.  Every  year 
a  part  of  the  loan  can  be  repaid  with  the  re- 
turn on  the  investment.  The  remaining  re- 
venue, after  payment  to  the  bank  and  pay- 
ment for  other  necessities,  will  be  forwarded 
to  the  employees/shareholders  as  dividends. 

These  above  ideas  are  just  the  broad 
outlines  of  the  scheme.  What  must  be 
studied  further  are  the  ways  of  handling  the 
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credit  mechanism  creatively  in  the  frame- 
work of  the  managerial  revolution.  Evident- 
ly it  is  not  unreasonable  to  conclude  that  by 
using  capitalist  instruments,  socialist  aims 
may  be  attained.  If  the  managerial  revolu- 


tion and  innovation  as  contemplated  above 
can  be  carried  out,  the  process  of  capital  for- 
mation and  capital  accumulation  in  Indone- 
sia will  not  be  guided  by  sheer  greed,  but  will 
have  a  more  humane  face. 
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Problems  of  Foreign  Trade  and 

the  Gulf  Crisis 

/.  Soedradjad  DJIWANDONO 


Introduction 


THE  role  of  trade  in  national  develop- 
ment may  be  viewed  from  its  contibu- 
tion  to  economic  growth  and  stabili- 
ty, and  the  equitable  distribution  of  the  de- 
velopment and  its  results.  In  the  field  of 
foreign  trade,  Indonesians  are  determined  to 
make  efforts  to  increase  non-oil  and  gas  pro- 
duels  to  support  and  encourage  national  de- 
velopment, which  during  the  implementa- 
tion of  the  Fifth  Five  Year  Development 
Plan  was  intended  to  lay  and  strengthen  the 
foundation  of  national  development,  as  a 
preparation  for  the  take-off  stage.  As  is  well 
known,  the  export  of  non-oil  and  gas  pro- 
ducts is  expected  to  stimulate  a  sustained  na- 
tional development.  For  this  purpose  the 
government  has  fixed  a  target  for  the  in- 

The  original  version  in  Indonesian  (Permasalahan 
Perdagangan  Luar  Negeri)  was  presented  at  the  seminar 
organised  by  the  Student  Senate  of  the  Faculty  of  Eco- 
nomics, University  of  Indonesia,  Jakarta,  4  December 
1990.  This  article  is  translated  and  published  by  the  In- 
donesian Quarterly  with  the  permission  of  the  author. 


crease  of  non-oil  and  gas  exports,  during  the 
Fifth  Five  Year  Development  Plan,  amoun- 
ting to  15.6  per  cent  per  annum,  so  that  by 
the  end  of  the  Fifth  Five  Year  Development 
Plan  the  exports  will  reach  US$23.6  billion. 

Success  in  increasing  foreign  trade  parti- 
cularly exports,  depends  on  three  factors: 
(1)  Developments  in  the  world  economy  and 
trade;  (2)  The  climate  of  enterprise  which 
enables  the  business  world  to  grow  and  de- 
velop, naturally  in  conformity  with  the  prin- 
ciple of  rational  economy;  and  (3)  The  be- 
haviour of  the  business  world  in  competing 
for  a  market  abroad. 

This  article  will  try  to  view  the  prospects 
for  Indonesian  international  trade  in  the 
1990s  by  observing  the  development  of 
world  economy  and  trade  up  to  the  present, 
and  it  concludes  with  some  predictions  con- 
cerning the  future. 

Indonesian  Foreign  Trade 

In  the  last  few  years  fundamental 
changes  have  occurred  in  the  structure  of  In- 
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donesia's  exports,  from  the  point  of  view  of 
the  products,  the  markets,  and  the  exporters. 
Oil  and  natural  gas  no  longer  become  the  do- 
minant source  of  foreign  exchange.  Whereas 
in  the  early  eighties,  non-oil  and  gas  com- 
modities constituted  only  20  per  cent  of  all 
the  export  revenues,  at  present  this  figure 
has  increase  to  about  60  per  cent.  The  de- 
creasing importance  of  oil  and  gas  in  due  to 
the  drop  of  petrol  prices  on  the  one  hand  and 
the  increase  of  other  export  commodities,  on 
the  other  hand.  In  the  1986-1989  period, 
non-oil  and  gas  exports  doubled  in  value 
from  US$6.5  billion  to  about  US$13  billion. 
This  increase  was  also  accompanied  by  new 
types  of  export  products,  and  by  the  in- 
creasing role  of  manufactured  products, 
from  processed  agricultural,  mining,  and  the 
industries  products.  At  present,  the  export 
of  manufactured  and  industrial  products 
amounts  to  about  80  per  cent  of  the  total 
non-oil  and  gas  exports,  or  around  49  per 
cent  of  total  Indonesian  exports. 

Various  government  policies  to  create  a 
better  business  climate  have  succeeded  in  ge- 
nerating more  exports.  This  has  increased 
the  quality  and  the  quantity  of  the  exporters, 
private  enterprises,  state- owned  corpora- 
tions, as  well  as  large,  medium  and  small 
cooperatives.  Presently,  Indonesia's  main 
export  market  is  still  oriented  toward  Japan, 
the  USA  and  the  EEC.  Nevertheless,  in  line 
with  the  recent  increase  of  non-oil  and  gas 
exports  Indonesian  commodities  are  being 
exported  to  the  new  industrialised  states  in 
Asia,  the  ASEAN  countries,  Middle  Eastern 
and  East  European  states,  and  even  some 
African  nations. 

Strategy  of  export  development: 

-  As  a  state  with  an  open  economy  which  is 
increasingly  relying  on  foreign  trade  (ex- 
port, especially  of  non-oil  and  gas  com- 
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modities)  in  pursuing  national  develop- 
ment, Indonesia  is  much  affected  by  the 
development  of  world  economy  and  trade. 

-  Having  succeeded  in  increasing  the  effi- 
ciency and  competitiveness  of  its  national 
economy  (through  government  deregula- 
tion and  increase  of  the  role  of  the  busi- 
ness on  the  other  side),  it  has  become  more 
competitive,  diversified,  and  efficient. 

-  In  this  situation,  what  Indonesia  needs  is 
increased  access  to  markets,  better  tech- 
niques for  increasing  sales  and  improving 
services. 

-  Increased  access  to  markets  is  complicated 
by  two  factors:  (1)  the  rate  of  growth  of 
the  world  economy  and  trade  in  addition 
to  free,  equitable  and  open  world  trade 
system;  (2)  the  ability  of  the  business 
world  to  maintain,  expand  and  find  new 
markets. 

As  for  the  former  factor,  efforts  are  con- 
tinuously being  increased,  such  as  active  par- 
ticipation to  create  an  international  trade 
system  in  the  framework  of  GATT  (General 
Agreement  on  Tariffs  and  Trade),  as  has 
been  carried  out  for  the  last  few  years.  If  the 
desired  system  cannot  be  achieved  entirely, 
bilateral  and  regional  relations  have  to  be 
continuously  maintained  with  Indonesia's 
business  partners.  In  various  respects,  espe- 
cially primary  commodities,  the  effort  for 
commodities  agreement,  such  as  coffee,  rub- 
ber, pepper,  cocoa  has  to  be  intensified.  In 
addition,  various  trade  initiatives  and  sup- 
ports, whether  in  the  form  of  counter- pur- 
chase agreements,  buy- backs,  should  be 
taken. 

Besides,  the  business  world  needs  to  con- 
tinue to  use  its  astuteness  and  initiatives  to 
promote  and  expand  its  markets,  intensify- 
ing these  activities  through  trade  missions 
and  exhibitions,  joint  ventures,  establish- 
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ment  of  marketing  units  abroad,  and  foun- 
ding of  strong  marketing  companies. 

The  International  Trade  Situation 

In  the  early  years  of  the  1980s,  the  inter- 
national trade  situation  was  characterised  by 
a  drop  of  petrol  price  and  other  primary 
commodities  as  well  as  by  swelling  debts  in 
the  developing  countries.  This  caused  those 
countries,  including  Indonesia,  to  adjust 
their  policies  in  various  areas  such  as  taxes, 
monetary  affairs,  and  foreign  trade.  In  the 
various  adjustments,  one  sees  an  increase  in 
the  economic  growth  of  some  developing 
countries,  especially  those,  of  the  NIEs 
(Newly  Industrialising  Economies)  including 
Singapore,  Hong  Kong,  South  Korea, 
and  Taiwan  by  the  mid-1980s.  Parallel 
to  the  increase  in  economic  growth  of  the 
developing  countries  in  a  certain  region,  one 
observes  a  trend  of  advanced  nations  to  re- 
consider their  present  relations  with  the  de- 
veloping nations.  In  practice  one  can  see 
how  the  advanced  nations,  which  give  pre- 
ference in  connection  with  Generalized 
System  of  Preferences  (GSP),  started  dis- 
criminating in  their  treatment  regarding  the 
utilisation  by  the  developing  countries,  on 
the  basis  of  various  arguments,  both  eco- 
nomic and  non-economic. 

In  addition,  the  United  States  was  able  to 
play  a  more  active  role  in  international  com- 
modity organisations  that  had  been  esta- 
blished to  stabilise  primary  commodities 
which  are  generally  produced  by  developing 
countries.  Aside  from  this,  in  the  effort  to 
eliminate  unfair  trade  practices,  including 
subsidies  and  dumping,  the  advanced  coun- 
tries in  general  have  already  got  a  mechanism 
to  surmount  these  practices.  In  the  past,  the 
efforts  which  were  said  to  be  measures  to  eli- 
minate the  unfair  trade  practices  mentioned 


above,  were  more  directed  against  other  ad- 
vanced nations.  Since  the  1980s,  however, 
the  developing  countries  of  the  NIEs,  like 
Hong  Kong,  Taiwan,  Korea  and  Singapore 
started  to  feel  the  unfair  practices,  and  some 
developing  countries  in  Asia,  including  Thai- 
land and  Indonesia,  were  likewise  affected 
by  actions  undertaken  by  some  advanced 
states. 

By  the  end  of  the  1980s,  the  international 
trade  situation  was  characterised  by  certain 
traits: 

-  The  diversification  and  industrialisation 
that  took  place  in  a  number  of  developing 
countries  since  the  early  1980s  led  to  an  in- 
crease in  their  economic  growth  and  has 
resulted  in  their  becoming  some  of  the  top 
rank  of  world's  traders.  Some  of  those 
states  (apart  from  the  four  Asian  tigers) 
are  Malaysia,  Thailand,  India,  Mexico, 
Turkey,  and  the  PRC. 

-  The  tendency  of  some  advanced  nations  to 
set  up  trade  blocs,  like  the  Free  Trade 
Agreement  between  the  United  States  and 
Canada  and  the  Economic  relations  and 
trade  agreement  between  Australia  and 
New  Zealand. 

-  The  stabilisation  efforts  made  by  the  mem- 
ber states  of  the  European  Community  to 
achieve  a  European  Single  Market  by 
1992,  and  more  intensive  measures  to  ge- 
nerate a  free  trade  agreement  between  the 
European  Community  (EC)  and  the  Euro- 
pean Free  Trade  Association  (EFT A). 

-  The  intensification  of  activities  of  develop- 
ing countries  within  regions  to  form  re- 
gional groupings,  for  instance,  countries 
in  Central  America  formed  the  Central 
American  Common  Market  (CACM),  and 
ASEAN,  which,  even  if  it  is  not  a  trade 
bloc,  nevertheless  tries  to  increase  its  eco- 
nomic resilience  by  intensifying  intra- 
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ASEAN  trade  through  the  ASEAN  Pre- 
ferential Trading  Agreements  (PTAs). 

-  The  efforts  made  by  Pacific  Rim  countries 
towards  tighter  cooperation  not  only  in 
the  field  of  trade,  but  also  investment.  It 
should  be  noted  in  this  respect  that  thus 
far  this  forum  has  not  attempted  to  bring 
about  preferential  trade  cooperation,  but 
rather  to  set  up  a  forum  where  the  parti- 
cipants will  be  able  to  coordinate  various 
efforts  to  intensify  the  liberalisation  of 
trade  and  to  strengthen  the  system  of 
multilateral  trade. 

-  The  desire  of  the  various  countries  to 
achieve  national  economic  integration 
within  the  global  economy,  which  was  de- 
monstrated by  the  launching  of  a  round  of 
multilateral  trade  negotiations  to  accom- 
plish international  trade  liberalisation 
within  the  framework  of  GATT  at  Punta 
del  Este  in  1986.  On  the  basis  of  this  desire 
for  international  economic  liberalisation, 
the  material  to  be  negotiated  in  this  Uru- 
guay Round  comprised  15  items,  which  re- 
flected the  desire  of  all  concerned  parties, 
both  the  advanced  and  the  developing  na- 
tions. 

-  The  globalisation  process  in  monetary  af- 
fairs, production  and  investment  which 
keeps  gaining  in  power. 

-  The  changes  in  the  social  and  political  sys- 
tem that  are  taking  place  in  the  East  Euro- 
pean socialist  countries,  which  appear  to 
be  leading  to  a  more  open  economy.  A  few 
examples  are  Poland's  and  Hungary's  po- 
licies to  introduce  reforms  by  carrying  out 
unilateral  liberalisation  in  their  trade  regu- 
lations, and  the  reunification  of  the  two 
Germanies. 

At  the  beginning  of  the  1990s,  factors 
that  have  affected  the  final  part  of  the  1980s 
are  still  evident.  Moreover,  on  the  eve  of  the 
final  multilateral  trade  negotiations  of  the 


Uruguay  Round  in  December  1990,  those  de- 
veloping countries  in  particular  whose  eco- 
nomic level  had  risen,  increasingly  felt  the 
pressure  from  some  advanced  nations  to 
open  their  markets  to  a  larger  extent  and  to 
more  abide  by  the  current  world  trade  regu- 
lations. This  is  evident  from: 

1.  The  increasing  intolerance  of  the  de- 
veloped nations  which  is  evident  in  the 
way  they  oblige  the  developing  countries 
to  "play  by  the  rules  of  the  game"  and 
make  them  comply  with  the  current  regu- 
lations of  multilateral  trade,  regardless  of 
the  social  economic  conditions  of  the  de- 
veloping countries;  the  demands  made  to 
the  developing  countries  to  contribute  to 
the  liberalisation  of  trade  without  consi- 
dering the  level  of  their  economic  de- 
velopment; the  demands  that  those  coun- 
tries observe  the  principle  of  "fair  trade" 
and  reciprocity  in  trade. 

2.  The  absence  of  any  clear  indication  of  an 
agreement  on  a  way  to  restore  trade  ar- 
rangements in  the  textile  and  garment  sec- 
tor, which  are  in  the  interest  of  the  de- 
veloping countries  and  which  to  date  have 
proved  to  make  up  a  sector  which  has 
succeeded  in  initiating  the  process  of  in- 
dustrialisation in  the  developing  coun- 
tries. This  restoration  should  be  evident 
in  the  rules  and  regulations  as  well  as  the 
discipline  of  GATT. 

3.  The  tendency  of  the  advanced  nations  to 
link  issues  that  are  non-economic  in  na- 
ture, such  as  politics,  human  rights,  la- 
bour rights  (social  clause),  life  environ- 
mental concerns,  to  economic  and  trade 
problems. 

4.  The  mounting  accusations  of  dumping 
and  requests  for  bilateral  consultation,  to 
discuss  commodity  trade,  services,  and 
intellectual  rights  protection. 
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In  the  early  1990s  there  were  also  efforts  in 
the  international  arena  to  revive  North- 
South  dialogues  and  to  consider  national  de- 
velopment in  the  developing  countries  that 
seemed  to  be  forgotten  in  the  1980s.  This 
process  is  ongoing,  so  that  it  still  needs  to  be 
taken  into  consideration  as  far  as  interna- 
tional trade  is  concerned. 

Indonesia  in  the  Arena  of  Interna- 
tional Trade 

From  an  economic  viewpoint,  in  the 
1970s  Indonesia  depended  fully  on  oil  and 
gas  exports.  In  the  1970-1981  period  oil  and 
gas  export  revenues  increased  by  45.5  per 
cent  per  annum.  The  role  of  oil  and  gas  in 
export  revenues  rose  from  37  per  cent  to  82 
per  cent.  Problems  began  to  arise  in  1982 
and  1986,  when  the  price  of  world  petrol 
dropped.  This  gave  rise  to  crises  which 
threatened  Indonesia's  entire  national  eco- 
nomy. In  order  to  avoid  this,  the  govern- 
ment introduced  some  policies,  which  were 
among  others  intended  to  reduce  excessive 
dependence  on  oil  and  gas  and  export  of 
primary  commodities.  Various  macro-poli- 
cies (monetary  and  fiscal  policies),  sectoral 
and  micro- policies  were  implemented  for  the 
purpose  of  promoting  economic  competi- 
tiveness by  increasing  the  role  of  the  business 
sector. 

From  the  aspect  of  foreign  trade  relations 
one  can  see  Indonesia's  attitude  in  several  in- 
ternational trade  fora,  multilateral,  bilateral 
and  regional,  which  are  basically  intended  to 
achieve  free  and  open  world  trade  without 
jeopardizing  domestic  welfare  of  the  de- 
veloping countries: 

-  In  the  framework  of  OATT,  Indonesia  ap- 
proves of  the  procedure  on  subsidies,  in 
line  with  the  stipulations  of  GATT,  by 


participating  as  a  state  which  has  accepted 
and  signed  the  Code  on  Subsidies  and 
Countervailing  Duties.  Meanwhile,  for  the 
other  Codes,  like  the  Codes  on  Technical 
Barriers,  Government  Procurement,  Cus- 
toms Valuation,  Import  Licencing,  Civil 
Aircraft,  and  Anti  Dumping,  Indonesia 
has  an  observer  status.  To  support  the 
liberalisation  of  world  trade,  Indonesia 
also  participated  actively  in  the  process 
of  negotiations  within  the  Uruguay 
Round,  individually  as  well  as  a  member 
of  various  regional  cooperation  groups, 
such  as  ASEAN,  the  group  of  textile  ex- 
porting developing  countries  in  the  Inter- 
national Textiles  and  Clothing  Bureau 
(ITCB),  and  the  group  for  cooperation 
among  agricultural  commodities  pro- 
ducing countries  in  the  Cairns  Group. 
-  In  the  framework  of  UNCTAD  (United 
Nations  Conference  on  Trade  And 
Development),  Indonesia  supports 
Resolution  93  (IV),  UNCTAD,  con- 
cerning the  Commodity  Intensive  Pro- 
gramme and  the  Commond  Fund*  which  is 
aimed  at  the  creation  of  stabilisation  of 
primary  commodity  prices  that  are  profit- 
able for  producers  and  reasonable  for 
consumers.  In  applying  this  principle,  In- 
donesia takes  an  active  role  in  various  in- 
ternational commodity  organisations  that 
are  rallying  points  for  producer  and  con- 
sumer countries,  such  as  the  International 
Natural  Rubber  Organization  (INRO), 
International  Tropical  Timber  Organiza- 
tion (ITTO),  and  the  International  Coffee 
Organization  (ICO).  Indonesia  also  rati- 
fied the  Common  Fund  and  is  represented 
in  this  body.  Besides,  Indonesia  is  a  parti- 
cipant in  the  programme  of  the  Global  Sys- 
tem of  Tariff  Preferences  (GSTP)  in  the 
framework  of  cooperation  of  trade  pre- 
ference among  developing  countries.  In- 
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donesia  is  pursuing  improved  tariff  pre- 
ferences offered  by  the  advanced  nations 
(GSP)  in  the  meetings  of  the  UNCTAD 
Preference  Committee  to  increase  exports 
to  advanced  countries. 

-  In  the  framework  of  cooperation  among 
primary  commodity  producing  countries, 
Indonesia  is  active  as  a  member  of  organi- 
sations among  producers  under  the  initia- 
tive of  Economic  and  Social  Commission 
for  Asia  and  the  Pacific  (ESCAP),  like 
the  International  Pepper  Community 
(IPC),  the  Asia-Pacific  Coconut  Com- 
munity (APCQ,  and  the  Association  of 
Natural  Rubber  Producing  Countries 
(ANRPQ. 

-  In  the  framework  of  ASEAN  regional  coo- 
peration, Indonesia  supports  efforts  made 
to  increase  intra^ASEAN  trade  with  the 
programme  of  ASEAN  Preferential 
Trading  Agreements  (PTAs),  and  utilizes 
the  trade  fora  which  exist  between  ASEAN 
on  the  one  hand,  and  with  advanced  na- 
tions (dialogue  partners),  like  the  United 
States,  the  European  Community,  Japan, 
Australia,  and  New  Zealand,  on  the  other 
hand. 

-  Indonesia  supports  cooperation  in  the 
Asia*Pacific  region,  where  it  does  not  in- 
terfere with  relations  within  ASEAN. 

-  Indonesia's  support  for  cooperation 
among  developing  countries  may  be  seen 
in  its  active  role  in  G-15,  and  its  encou- 
ragement of  realistic  measures  to  imple- 
ment trade  activities  within  the  framework 
of  the  Islamic  Conference  Organization 
(ICO). 

-  Bilateral  trade  relations  are  continuously 
improved  by  Indonesia  in  various  coun- 
tries, while  Indonesia  uses  various  trade 
patterns,  such  as  counter-purchase  and  the 
like.  In  this  way,  apart  from  intensifying 
bilateral  trade  relations,  Indonesia  also 


endeavours  to  enter  non-traditional 
markets,  like  Iraq,  Iran,  and  the  East- 
European  states.  Following  normalisation 
of  diplomatic  relations  Indonesia  has  at- 
tempted to  increase  its  trade  with  China. 

Access  to  Non-Oil  and  Gas  Export 
Markets  and  the  Gulf  Crisis 

A  few  points  could  be  raised  here  con- 
nected with  the  Gulf  crisis,  based  on  current 
events,  result  of  enquiry,  because  we  do  not 
yet  know  when  this  crisis  will  end  after  the 
Iraqi  invasion  into  Kuwait  on  August  2, 
1990. 

The  notes  on  Indonesian  trade  with  Gulf 
countries,  especially  with  Iraq  and  Kuwait, 
indicate  an  encouraging  intensification  prior 
to  the  Gulf  crisis.  Since  the  signing  of  the 
Memorandum  of  Understanding  on  counter- 
purchase  with  Iraq  toward  the  end  of  1988, 
this  bilateral  trade  between  Indonesia  and 
Iraq  has  grown.  The  agreement  stipulated 
that  Iraq  would  purchase  non-oil  and  gas  ex- 
port commodities  from  Indonesia  according 
to  the  value  of  Indonesia's  oil  imports  from 
that  country.  Trade  increased  rapidly  after 
signing  a  new  Memorandum  of  Under- 
standing in  1989. 

According  to  the  data  from  the  Central 
Bureau  of  Statistics,  the  value  of  Indonesia's 
exports  to  Iraq  in  1989  was  US$127.5 
million.  This  meant  an  increase  of  about  18 
times  the  export  value  in  1988  which  was 
then  still  US$7  million.  Indonesia's  imports 
for  the  same  period  amounting  to  US$18.6 
million  rose  to  US$298.8  million,  which 
meant  an  approximate  16- fold  increase.  In 
the  period  of  January  through  July  1990  In- 
donesia's export  to  Iraq  reached  US$80.4 
million,  which  meant  an  increase  of  more 
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than  83.5  per  cent  as  compared  with  the  ex- 
ports during  the  first  five  months  of  1989, 
which  amounted  to  US$43.8  million. 

The  development  of  Indonesia's  exports 
to  Kuwait  do  not  indicate  as  high  an  increase 
as  was  the  case  with  exports  to  Iraq,  but  they 
have  grown  at  a  relatively  steady  rate.  With 
Kuwait  exports  in  1985  amounted  to  US$7.5 
million,  by  1987  they  had  increased  to  US$  1 5 
million  and  by  1989  they  had  grown  to 
US$40.8  million.  Meanwhile  Indonesia's  im- 
ports from  that  country  for  the  same  years 
amounted  to  US$332.8  thousand,  US$6.1 
thousand  and  US$38,9  million.  For  1990, 
through  the  month  of  July,  the  non-oil  and 
gas  export  value  of  Indonesia  to  Kuwait  was 
US$30.8  million.  This  meant  an  increase  of 
69.0  per  cent  in  comparison  with  the  same 
period  for  1989,  which  stood  at  US$18.2 
million. 

With  the  issuance  of  the  UN  Security 
Council's  resolution  of  August  6,  1990  on 
Iraq's  invasion  into  Kuwait,  Indonesia  as  a 
UN  Member  abided  by  the  resolution,  apply- 
ing economic  sanctions  to  Iraq.  In  so  doing 
Indonesia  has  stopped  all  export  and  import 
activities  with  Iraq  and  Kuwait,  and  can- 
celled the  Memorandum  of  Understanding 
(MOU)  on  counter-trade  agreement,  which 
had  been  signed.  Naturally  the  termination 
of  these  export  activities,  resulted  in  a  drop 
of  Indonesia's  foreign  exchange,  and  a  dis- 
turbance in  the  industries  that  produce  the 
export  commodities. 

The  policy  of  the  government  of  the  In- 
donesian Republic  in  facing  the  settlement  of 
the  Middle  Eastern  conflict  is  always  to  sup- 
port efforts  towards  a  UN  settlement,  so  that 
all  government  agencies  as  well  as  the  busi- 
ness sector  have  been  encouraged  to  comply 
with  the  stipulations  of  the  UN  Security 
Council  resolution.  Nevertheless  Indonesia's 


efforts  to  effect  market  breakthroughs  to 
countries  outside  the  Gulf  Region,  will  con- 
tinue. 

We  are  also  concerned  that  an  escalating 
Middle  East  crisis  might  weaken  the  eco- 
nomy of  Indonesia's  trade  partner  countries. 
In  the  short  and  medium  term,  increasing 
uncertainty  may  lead  to  world  economic 
recession.  If  that  should  happen,  Indonesia 
will  be  hurt  along  with  other  nations. 

In  addition,  the  development  of  Indone- 
sian trade  with  other  trade  partners  in  the 
Gulf  Region,  such  as  Iran,  Jordan  and  Saudi 
Arabia  should  be  mentioned.  Since  the  sign- 
ing of  the  Memorandum  of  Understanding 
(MOU)  on  trade  agreements  between  In- 
donesia and  Iran  on  September  25,  1988, 
both  parties  agreed  that  Indonesian  would 
buy  crude  oil  from  Iran  up  to  a  value  of 
US$150  million.  Conversely  Iran  would  buy 
non-oil  and  gas  products  from  Indonesia  of 
equal  value.  The  Indonesian  non-oil  and  gas 
products  mentioned  in  the  MOU,  include: 
natural  rubber,  paper,  tea,  fertilizer,  tin, 
motorcar  tires,  airplanes,  helicopters,  and 
off-shore  services,  aside  from  other  products 
agreed  upon  by  both  parties. 

The  MOU  has  been  extended  through 
November  22,  1990,  when  Indonesia  agrees 
to  buy  petrol  up  to  30,000  barrels  a  day,  and 
Iran  is  to  buy  Indonesian  non-oil  and  gas  ex- 
port commodities  up  to  a  value  equal  to  the 
amount  of  Indonesia's  purchases.  On  No- 
vember 27,  1990,  the  trade  MOU  for  the  two 
countries  was  renewed,  where  Indonesia 
agreed  to  purchase  Iran's  crude  oil  with  a 
value  of  US$100  million,  while  Iran  agreed 
to  buy  products  and  services  from  Indonesia 
with  the  same  value.  The  value  of  Indonesian 
non-oil  and  gas  export  to  Iran  in  1988 
amounted  to  US$12.3  million;  subsequently 
it  rose  to  US$36.4  million  in  1989,  and  by 
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July  1990  it  has  increased  to  US$35.7 
million.  This  meant  that  an  increase  of  96.7 
per  cent  had  occurred  compared  to  the  re- 
venues in  the  same  period  of  1989,  which  on- 
ly amounted  to  US$18.2  million. 

Trade  relations  between  Indonesia  and 
Jordan  are  based  on  an  Agreement  for  Trade 
and  Economic  Cooperation,  which  was 
signed  in  Jakarta  on  April  3,  1986.  Further- 
more in  May,  1987,  the  Joint  Commission 
Meeting  I  between  Indonesia  and  Jordan 
was  held  in  Jakarta  resulting  in  an  MOU  on 
cooperation  between  both  countries  for  the 
purpose  of  intensifying  mutual  trade  in  agri- 
cultural and  industrial  products  of  both 
sides.  On  the  occasion  of  the  meeting,  Indo- 
nesian agricultural  entrepreneurs  discussed 
contracts  to  jointly  process  palm  oil  and  tea, 
while  the  Indonesian  side  agreed  to  buy 
chemicals  from  Jordan  in  order  to  process  it 
into  ammonia  acid  in  Indonesia.  It  was  anti- 
cipated that  Indonesia  could  become  the 
largest  ammonia  acid  producer  in  the  world. 

The  greater  part  of  Indonesia's  exports 
to  Jordan  consists  of  coffee,  tea  and  ply- 
wood, while  Indonesia's  imports  from  Jor- 
dan consist  almost  entirely  of  material  for 
fertilizers.  According  to  the  records,  the 
value  of  non-oil  and  gas  exports  from  Indo- 


nesia to  Jordan  in  1987  had  a  value  of 
US$21.7  million  and  in  1988  the  figure  rose 
to  US$28.3  million;  subsequently  from 
January  through  July  1990  it  reached 
US$12.4  million.  This  means  that  there  was 
an  increase  of  44.5  per  cent  as  compared  to 
the  revenues  during  the  same  period  in  1989. 
Meanwhile  Indonesia's  imports  in  that 
period  were  worth  US$34.5  million,  an  in- 
crease of  59.7  per  cent  as  compared  to  the 
revenue  through  July  of  last  year,  which 
reached  US$21.6  million. 

As  regards  Saudi  Arabia,  the  value  of 
non-oil  and  gas  exports  from  Indonesia  a- 
mounted  to  US$92.6  million  in  1987,  rose  to 
US$170.0  million  in  1988  and  subsequently 
reached  US$184.4  million  in  1989.  Mean- 
while the  value  of  Indonesia's  imports  from 
Saudi  Arabia  also  fluctuated  in  those  years, 
from  US$134.4  million,  to  US$140.8  million 
and  US$128.7  million  respectively.  Through 
July  1990,  Indonesia's  exports  amounted  to 
US$178.3  million,  an  increase  of  87.5  per 
cent  as  compared  to  the  same  period  last 
year  when  they  stood  at  US$95.1  million.  On 
the  other  hand,  the  import  value  for  that 
period  was  US$81.2  million,  an  increase  of 
4.8  per  cent  as  compared  to  last  year's 
US$77.5  million. 
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Growth  and  Stronger  Interde- 
pendence 

THE  decade  of  the  1980s  continued  to 
bring  rapid  economic  growth  to 
many  East  and  Southeast  Asian 
countries.  In  fact,  in  this  part  of  the  world, 
economic  development  has  taken  place  in 
subsequent  waves  since  after  the  second 
world  war.  The  first  wave  of  rapid  economic 
growth  was  started  by  Japan  in  the  1950s 
and  1960s,  followed  by  the  second  wave  in 
the  1970s  initiated  by  the  Asian  NIEs,  and 
the  third  wave  in  the  second  half  of  the  1980s 
generated  by  the  People's  Republic  of  China 
and  ASEAN.  By  now  people  in  these  coun- 
tries may  have  become  accustomed  to 
witnessing  their  economies  grow  year  after 
year  and  consequently,  tend  to  take  eco- 
nomic expansion  for  granted. 


A  speech  presented  at  a  public  lecture  organised  by 
the  International  Development  Center  of  Japan  (IDCJ), 
Tokyo,  23  March  1990.  The  Indonesian  version  has 
been  published  in  Analisis\9,  no.  4  (July- August  1990): 
335-343. 


This  view  is  of  course  too  narrow  and  too 
short-sighted,  since  economies  experiencing 
rapid  growth  over  an  extended  time  recently 
can  be  found  only  among  a  limited  number 
of  countries,  especially  in  East  and  South- 
east Asia.  Many  developing  countries,  in 
other  parts  of  the  world,  particularly  in 
Africa  and  in  Latin  America,  have  great  dif- 
ficulties to  grow  out  of  their  depressed  state 
for  more  than  a  decade.  For  most  people  in 
those  countries  stagnation  has  become  a 
daily  experience,  and  many  of  them  have  to 
suffer  from  persistently  declining  levels  of 
income. 

This  contrasting  economic  performance 
of  Asia  on  the  one  hand  and  Africa  and 
Latin  America  on  the  other  hand,  has  at- 
tracted a  great  deal  of  attention  lately.  A 
growing  number  of  studies  have  been  con- 
ducted to  understand  the  underlying  reasons 
for  the  diverse  experience.  The  emerging 
consensus  among  economists  seem  to  single 
out  government  policies  as  the  most  impor- 
tant factor  accounting  for  the  different  eco- 
nomic performance  of  the  developing  coun- 
tries. 
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The  countries  of  East  and  Southeast  Asia 
have  succeeded  in  maintaining  the  mo- 
mentum of  their  economic  growth  through 
the  turbulent  decade  of  the  1970s  and 
throughout  the  recession  of  the  early  1980s 
mainly  because  they  have  adopted  policies 
designed  to  reap  the  maximum  benefit  from 
the  gains  from  international  trade.  When 
difficult  times  arrived  towards  the  end  of  the 
1970s  and  the  beginning  of  the  1980s  these 
countries  quickly  realised  that  they  can  not 
rely  on  their  domestic  markets  to  provide  for 
adequate  outlets  if  they  want  to  sustain  the 
growth  of  their  emerging  industrial  sector. 
For  small  economies  like  Singapore,  Hong 
Kong,  and  Taiwan,  this  awareness  came 
quite  naturally,  but  even  countries  with 
larger  population,  such  as  Thailand,  the 
Philippines,  and  Indonesia,  did  not  take 
long  to  follow  suit.  Almost  simultaneously 
these  countries  decided  that  structural  ad- 
justments and  policy  reforms  have  to  be 
made  in  the  wake  of  the  recession  and  the  ac- 
companying changes  in  the  structure  of  in- 
ternational trade.  All  these  countries  have 
previous  experience  with  inward-looking 
protective  trade  policies,  designed  to  stimu- 
late  domestic   manufacturing  industries. 
Now  they  decided  that  to  ensure  continued 
growth  they  must  penetrate  the  world 
market  as  well.  One  prerequisite  for  this  is 
increased  competitiveness  of  domestic  in- 
dustries. Therefore,  changes  in  trade  and  in- 
dustrial policies  were  necessary,  to  induce  a 
larger  inflow  of  capital,  know-how  and 
technology,  and  to  improve  efficiency  by  in- 
jecting more  competition  in  the  domestic 
economy. 

The  success  of  the  East  and  Southeast 
Asian  economies,  thus,  can  be  attributed  to 
their  outward-oriented  trade  and  other  re- 
lated policies.  However,  the  success  of  those 


policies  would  have  been  doubtful  if  major 
markets  in  advanced  industrial  countries  had 
not  expanded  and  not  absorbed  large  quan- 
tities of  exports  from  the  region.  In  parti- 
cular, the  huge  market  of  the  US,  and  to  a 
lesser  degree  of  the  EC,  provided  the 
necessary  outlets  for  increased  Asia's  ex- 
ports, especially  exports  of  manufactures, 
during  the  crucial  periods  of  the  1970s  and 
1980s.  Even  when  protectionist  sentiments 
emerged  in  the  US  and  Western  Europe,  ex- 
port from  East  and  Southeast  Asia  continues 
to  grow  impressively,  thereby  enabling  these 
countries  to  sustain  their  rapid  growth. 

While  recognizing  the  crucial  role  played 
by  major  industrial  markets,  in  particular 
the  USA,  one  should  also  recognise  that,  as 
their  economies  developed,  the  East  and 
Southeast  Asian  countries  themselves  have 
also  increased  their  imports  substantially, 
thereby  creating  new  expanding  markets  for 
larger  volumes  of  world  trade.  Thus,  as  we 
are  entering  the  decade  of  the  1990s,  trade 
among  the  Asia-Pacific  countries  are  much 
more  balanced  than  a  decade  earlier.  The 
role  of  the  US  market,  although  still  very  im- 
portant, is  no  longer  as  predominant  as  be- 
fore. 

This  can  be  illustrated,  for  example,  by 
the  case  of  Indonesia.  America  has  for  many 
years  been  the  major  market  for  Indonesia's 
exports.  However,  since  about  5  years  ago 
Japan  has  become  the  largest  market.  Even 
if  we  exclude  oil  and  gas,  Japan  is  now  by  far 
the  largest  market  for  Indonesian  exports.  In 
1989  Japan's  share  in  Indonesia's  non-oil 
and  gas  exports  is  around  25%  as  compared 
to  15%  for  the  USA,  the  second  largest 
market.  The  Asian  NIEs  and  ASEAN  have 
also  emerged  as  major  markets.  Exports  to 
these  countries  have  shown  impressive 
growth  during  the  last  5  years.  In  the  1990s, 
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therefore,  the  East  and  Southeast  Asian 
countries,  including  Japan,  will  become  In- 
donesia's most  important  trading  partners. 

The  East  and  Southeast  Asian  economies 
have  managed  to  achieve  high  growth  rates 
during  difficult  times  by  first,  concentrating 
on  exporting  mostly  manufactured  products 
and  second,  concentrating  on  exporting  to  a 
selected  number  of  countries  in  the  Asia- 
Pacific.  This  implies  that  interdependence 
has  increased  among  these  economies  during 
the  last  decade  and  a  half.  Their  trade  has 
become  more  concentrated  in  the  area. 

The  statistics  show,  for  example,  that  the 
Pacific  Economic  Cooperation  Conference 
(PECC)  economies  (15  countries  plus  the 
Pacific  Islands)  exported  65.8%  of  their 
total  exports  to  the  region  in  1988,  up  from 
54.4%  in  1970.  Export  from  the  world  to  the 
PECC  economies  amounted  to  38.7%  of 
total  world  exports,  up  from  31.4%  in  1970. 
The  share  of  Japan's  export  to  the  PECC 
region  in  total  exports  increased  from  61.3% 
to  66.8%  (1970  to  1988),  for  Canada  they 
have  increased  from  70.0%  to  82.2%,  for 
the  USA  from  40.1%  to  50.6%,  for  Singa- 
pore fr^om  59.3%  to  72.7%,  and  for  Indone- 
sia from  80.5%  to  83.2%. 

As  mentioned  earlier,  greater  concentra- 
tion of  trade  within  the  region  has  enabled 
the  East  and  Southeast  Asian  countries  to 
sustain  their  growth  rates,  but  at  the  same 
time  it  also  has  increased  their  vulnerability. 
It  means  that  if  unforeseen  adverse  eco- 
nomic or  political  events  happen  in  the  re- 
gion, they  cannot  fall  back  on  alternative 
markets  outside  the  region,  in  Eastern  or 
Western  Europe,  in  Latin  America,  or  in 
Africa,  unless  these  other  countries  manage 
to  accelerate  their  rate  of  growth  substantial- 
ly. It  is,  thus,  in  the  long-run  interest  of  the 
Asian  countries  that  the  rest  of  the  world 


also  expand  their  economies,  together  with 
the  economies  of  the  Asia-Pacific. 

The  Need  for  Cooperation  in  the 
Region 

Rapid  growth  are  accompanied  by  rapid 
changes  in  industrial  structure.  This  implies 
continuing  shifts  in  comparative  advantage 
of  the  Asia-Pacific  economies,  which  have 
led  to  constantly  changing  composition  of 
their  exports  and  imports.  Rapid  growth  is 
thus  accompanied  by  increasing  volume  as 
well  as  constantly  changing  pattern  of  trade. 

It  comes  as  no  surprise  when,  as  inter- 
dependence among  the  Asia-Pacific  eco- 
nomies increases,  people  became  more  aware 
of  the  need  to  ensure  smooth  and  continued 
interchange  of  goods,  capital,  know-how, 
and  technology  among  these  countries. 
More  and  more  people  see  the  need  for  a 
mechanism  or  a  forum  which  can  provide 
for  regular  channels  of  communication 
among  governments  as  well  as  among  the 
private  sectors,  to  ensure  that  the  flow  of 
trade,  investment,  and  technology  within  the 
region  can  continue  unhindered.  One  parti- 
cular concern  is  the  re-emergence  of  protec- 
tionism and  increased  resort  to  retaliatory 
measures. 

A  number  of  initiatives  have  been  taken, 
dating  back  from  the  1960s,  to  create 
cooperative  mechanisms  in  the  fields  of 
trade,  finance,  and  other  areas,  by  private 
organisations,  governments,  as  well  as  aca- 
demics. The  latest,  and  most  notable  among 
them,  is  the  ministerial  meeting  of  12  Asia- 
Pacific  countries  that  took  place  in  Can- 
berra, Australia,  on  6  and  7  November  of 
1989.  That  meeting,  known  as  the  Asia- 
Pacific   Economic   Cooperation  (APEQ 
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ministerial  meeting,  was  the  first  serious  at- 
tempt by  governments  to  consider  the 
possibility  of  establishing  an  inter-govern- 
mental forum  for  consultation  and  coopera- 
tion in  areas  of  interest  to  the  region.  Some 
understanding  among  the  participants  have 
been  reached  at  the  meeting  in  Canberra,  the 
most  important  one  concerning  the  ongoing 
multilateral  trade,  negotiations  (the  Uruguay 
Round).  In  their  statement,  issued  at  the  end 
of  the  meeting,  the  Ministers  stated  that 
every  economy  represented  at  the  meeting 
relies  heavily  on  a  strong  and  open  multi- 
lateral trading  system,  and  none  believes  that 
Asia-Pacific  Economic  Cooperation  should 
be  directed  to  the  formation  of  a  trading 
block.  The  ministers  expressed  strong  sup- 
port for  the  timely  and  successful  comple- 
tion of  the  Uruguay  Round.  They  noted  that 
much  remained  to  be  done  if  the  December 
1990   successful   conclusion   was   to  be 
achieved.  Therefore,  they  agreed  that  Minis- 
ters concerned  with  trade  policy  should  meet 
in  early  September  1990  to  discuss  the 
emerging  results  and  consider  how  to 
unblock  any  obstacles  to  a  comprehensive 
and  ambitious  MTN  (Multi  Trade  Negotia- 
tion) result.  They  would  then  meet  again  in 
Brussels  in  early  December  on  the  eve  of  the 
concluding  session  of  the  Uruguay  Round. 
In  the  meantime,  senior  officials  should  con- 
sult regularly  in  Geneva  to  exchange  views 
on  MTN  progress. 

For  Indonesia,  and  most  developing 
countries,  the  understanding  reached  in  Can- 
berra concerning  the  multilateral  trade  issue 
is  of  great  importance.  Indonesia  does  not 
believe  that  formation  of  a  trading  block  in 
the  Asia-Pacific  will  best  serve  its  long-run 
interest.  To  ensure  that  satisfactory  growth 
of  the  economy  can  be  sustained,  Indonesia 
needs  continued  access  not  only  to  the 
markets  of  the  USA,  Japan,  and  the  Asian 


NIEs,  but  also  the  EC  and  Eastern  Europe, 
to  Latin  America,  and  to  other  parts  of  the 
world  as  well.  Formation  of  a  regional 
trading  block  is  likely  to  induce  other  trading 
blocks  to  engage  in  discriminatory  trade 
practices.  Indonesia  will  not  benefit  from 
such  an  arrangement,  and  world  trade  will 
also  suffer.  The  understanding  reached  in 
Canberra  to  make  concerted  efforts  to  pre- 
serve and  strengthen  the  GATT  (General 
Agreement  on  Tariffs  and  Trade)  multilateral 
trading  system  is,  therefore,  very  much  in 
line  with  Indonesia's  trade  strategy. 

This  does  not  mean  that  there  is  complete 
agreement  among  the  Asia-Pacific  countries 
concerning  the  solution  to  all  matters  on  the 
agenda  of  the  ongoing  round  of  MTN.  A 
number  of  issues  need  to  be  resolved  soon  if 
the  Uruguay  Round  is  to  be  concluded  with 
success  by  the  end  of  1990.  One  issue  of  im- 
portance to  Indonesia  is  trade  in  textile. 
Since  Indonesia  is  still  at  the  early  stage  of 
industrialisation,  textile  and  garments  play  a 
crucial  role  in  its  export  drive.  Therefore,  the 
present  restrictions  on  imports  of  textile  into 
major  markets  under  the  Multifibre  Ar- 
rangements (MFA)  need  to  be  relaxed,  and 
trade  in  textile  needs  to  be  brought  back  into 
the  GATT  system.  It  is  very  important  for 
Indonesia  that  an  agreement  could  be 
reached  soon  on  how  much  time  will  be 
needed  to  re-integrate  textile  trade  into  the 
GATT  system  and  on  the  modalities  for  the 
transition. 

Another  important  issue  is  agriculture. 
In  principle  Indonesia  can  go  along  with  the 
idea  that  trade  in  agriculture  too  should 
gradually  be  put  under  the  GATT  discipline. 
However,  with  regard  to  basic  food,  such  as 
rice,  Indonesia  attaches  high  priority  in  its 
overall  development  plan  to  ensure  its  ade- 
quate supply.  Adequacy  of  food  supply  is 
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crucial  for  the  stability  of  the  country,  and 
without  political  and  economic  stability 
there  is  no  possibility  for  sustained  economic 
growth.  Therefore,  some  allowance  have  to 
be  made  for  sustained  assistance  to  agri- 
culture, including  subsidies  such  as  on  ferti- 
liser or  credits  at  concessional  terms  to  the 
farmers,  particularly  rice  farmers. 

Yet  another  issue  is  tropical  products,  in- 
cluding tropical  fruits,  tropical  wood,  and 
tropical  oils  and  fats.  Since  tropical  products 
are  mostly  produced  by  developing  coun- 
tries, the  developed  countries  should  be 
agreeable  to  eliminate  all  remaining  tariff 
and  non-tariff  barriers  on  imports  of  these 
products,  including  in  their  processed  and 
semi-processed  forms. 

Other  issues,  of  interest  mostly  to  the 
more  advanced  industrial  countries,  include 
intellectual  property  rights  and  trade  in  ser- 
vices. On  the  protection  of  IPR,  most  de- 
veloping countries  are  concerned  about  con- 
tinued access  to  technology  and  wish  that 
protection  of  IPR  will  not  become  a  means 
to  restrict  the  transfer  of  technology  to  these 
countries.  On  trade  in  services,  some  service 
sectors  are  of  strategic  importance  to  their 
development,  and  even  essential  for  their  na- 
tional security.  It  is,  therefore,  under- 
standable that  most  developing  countries  are 
reluctant  to  grant  complete  freedom  to 
foreign  firms  to  establish  service  industries 
in  their  countries. 

Those  are  some  of  the  outstanding  issue  at 
the  current  MTN.  As  already  stated,  it  is  en- 
couraging that  the  APEC  meeting  in  Can- 
berra has  come  to  an  agreement  to  make 
concerted  efforts  to  bring  the  current  MTN 
to  a  successful  conclusion.  All  parties  con- 
cerned should  lend  support  to  this  worth- 
while endeavour. 


ASEAN  and  Pacific  Economic  Coo- 
peration 

The  adoption  of  a  common  stand  on  the 
GATT  MTN  was  a  notable  achievement  of 
the  APEC  meeting  in  Canberra.  However, 
the  meeting  has  not  managed  to  resolve  the 
problem  of  how  to  institutionalise  the 
APEC.  One  difficulty  arose  from  ASEAN' s 
concern  about  possible  erosion  of  ASEAN' s 
own  cooperative  arrangement. 

The  ASEAN  member  countries,  or  at 
least  Indonesia,  have  always  regarded 
ASEAN  cooperation  as  the  cornerstone  of 
their  foreign  policy.  ASEAN,  since  its  incep- 
tion, has  succeeded  in  creating  a  stable  and 
peaceful  environment  in  the  region.  This,  in 
turn,  has  enabled  the  member  countries  to 
carry  out  their  national  development  pro- 
grammes to  increase  the  welfare  and  living 
standards  of  their  people.  ASEAN  is  thus  re- 
cognised as  of  strategic  importance,  because 
without  ASEAN  there  would  be  no  stability 
in  the  region,  and  without  stability  there 
would  be  no  prosperity.  Even  though  the 
results  of  cooperation  in  trade,  industry,  and 
other  areas  have  so  far  not  met  the  high  ex- 
pectations, ASEAN  is  of  vital  importance  in 
the  context  of  the  region's  overall  foreign 
policy. 

That  is  the  reason  why  Indonesia,  for 
example,  is  concerned  about  possible  erosion 
or  weakening  of  ASEAN  cooperation  if 
ASEAN  joined  a  wider  cooperative  grouping 
such  as  APEC.  Especially  if  APEC  were  to 
be  dominated  by  either  or  both  of  the  eco- 
nomic superpowers:  Japan  and  America, 
there  is  the  danger  that  ASEAN  would  lose 
its  identity  and  thereby  lose  the  cement  that 
binds  them  together. 
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One  should  not  dismiss  this  fear  as  mere 
xenophobia  because,  after  all,  ASEAN,  as 
an  association,  is  still  relatively  young.  It 
needs  constant  nurturing  by  all  the  member 
nations  in  order  to  withstand  external  pres- 
sures, economic  as  well  as  political,  that  may 
tear  them  apart.  It  may  take  more  than  one 
generation  before  regional  solidarity  is  in- 
grained and  becomes  second  nature  with  the 
general  public  in  ASEAN. 

The  USA  and  Japan  seem  to  be  well 
aware  of  these  ASEAN  sensitivities.  Both 
economic  superpowers  have  been  very 
careful  in  their  approach  towards  the  forma- 
tion of  a  Pacific  forum,  and  have  avoided 
creating  the  impression  that  they  would  im- 
pose their  hegemony  on  the  region.  It  was 
thus  no  accident  that  it  was  left  to  Australia, 
a  medium  size  power,  to  take  the  initiative  of 
cenvening  the  first  APEC  meeting,  attended 
by  ministerial  delegations. 

During  their  discussions,  the  APEC 
ministers  did  make  allowance  for  ASEAN' s 
concern  by,  among  others,  agreeing  that  one 
of  the  principles  to  govern  Asia-Pacific 
Cooperation  would  be  a  commitment  to 
open  dialogue  and  consensus,  with  equal 
respect  for  the  views  of  all  participants.  Fur- 
thermore, it  was  agreed  that  cooperation 
should  recognise  the  diversity  of  the  region, 
including  differing  social  and  economic 
systems  and  current  levels  of  development. 

With  regard  to  the  institutional  set-up  for 
APEC,  ASEAN  prefers  to  use  the  existing 
mechanism  of  dialogue  between  ASEAN 
and  its  dialogue  partners,  the  so-called  Post- 
Ministerial  Conference  (PMC),  as  the  forum 
for  APEC  consultations.  The  PMC  meets 
every  year,  attended  by  foreign  ministers  of 
the  6  ASEAN  countries  and  its  dialogue 
partners:  the  USA,  the  EC,  Japan,  Canada, 
Australia,  and  New  Zealand.  In  ASEAN' s 


view,  this  forum  should  be  used  to  conduct 
APEC's  consultations,  with  additional  new 
participants  such  as  Korea. 

As  mentioned  earlier,  no  final  agreement 
was  reached  at  the  meeting  in  Canberra  on 
this  institutional  issue.  The  meeting,  how- 
ever, did  agree  that  cooperation  should  com- 
plement and  draw  upon,  rather  than  detract 
from,  existing  organisations  in  the  region, 
including  formal  intergovernmental  bodies 
such  as  ASEAN  and  less  formal  consultative 
bodies  like  the  Pacific  Economic  Coopera- 
tion Conference  (PECC).  With  such  under- 
standing it  should  be  possible  to  reach  an 
agreement  soon  on  the  set-up  for  the  APEC 
organisation,  with  close  cooperative  links  to 
ASEAN,  PECC  and  other  similar  existing 
regional  entities. 

The  problem  of  membership  is  another 
thorny  issue.  Since  APEC  is  an  intergovern- 
mental body,  one  could  expect  that  it  would 
not  be  easy  to  decide  on  which  countries 
should  be  allowed  to  participate.  No  one 
would  doubt  the  importance  of  China,  Hong 
Kong,  and  Taiwan  to  trade  in  the  region.  But 
a  formulation  is  yet  to  be  found  that  will 
meet  everybody's  consent,  about  the  inclu- 
sion of  these  three  economies.  Participation 
of  the  Soviet  Union  in  APEC  will  perhaps  be 
even  more  difficult  to  decide.  Some  Latin 
American  countries  have  also  expressed  in- 
terest in  joining  the  group,  but  the  other 
members  still  have  to  give  their  agreement  in 
light  of  the  strength  of  their  economic 
linkages  with  this  region. 

On  the  basis  of  past  experience,  govern- 
ments need  considerable  time  to  agree  on 
such  politically  sensitive  matters.  For  that 
reason  the  existence  of  non-governmental 
organisations,  such  as  the  PECC,  is  of  great 
value,  since  it  is  much  easier  for  a  non- 
governmental entity  to  decide  on  its  member- 
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ship.  Countries  with  genuine  economic  in- 
terest in  the  region  can  easily  join  the  PECC 
and  be  active  in  various  activities  dealing 
with  regional  matters,  before  APEC  can 
decide  whether  or  not  to  include  them  in  the 
formal  set-up  of  APEC.  The  tri-partite  and 
informal  nature  of  PECC  allows  this  forum 
to  discuss  policies  and  problems  more  freely, 
and  therefore  can  serve  as  a  valuable  com- 
plement to  the  more  formal  APEC  consulta- 
tion machinery.  All  this  means  that  the  best 
way  to  arrange  regional  cooperation  in  the 
Asia-Pacific  is  to  link  up  the  various 
organisations  and  fora,  governmental  as  well 
as  non-governmental,  in  a  network  of 
mutually  supporting  organisations. 

■ 

Developments  in  Eastern  Europe 

Great  changes  are  taking  place  in  Eastern 
Europe.  The  whole  world  is  watching  with 
fascination  the  rapidly  changing  economic 
and  political  scene  of  Europe.  No  one  has 
predicted  that  changes  of  such  fundamental 
nature  and  such  magnitude  would  take  place 
in  such  a  short  period  of  time.  Countries  in 
the  Asia-Pacific  would  have  to  assess  what 
implications  those  developments  will  have 
on  the  region. 

As  far  as  Indonesia  is  concerned,  the 
opening  up  of  the  vast  Eastern  European 
market  offers  new  opportunities  for  substan- 
tial increase  of  exports  to  that  region.  This 
would  be  a  welcome  change  which  will 
enable  countries  like  Indonesia  to  diversify 
its  export  markets,  which  in  turn  will  streng- 
then the  basis  of  its  exports.  It  is  estimated 
that  a  more  market-oriented  Eastern  Europe 
would  absorb  considerably  larger  volumes  of 
consumer  goods  that  Indonesia  could  offer 
competitively,  such  as  vegetable  oil,  soap 


and  detergents,  and  toiletries.  Already,  some 
Indonesian  companies  have  recently  signed  a 
joint  venture  agreement  with  their  counter- 
parts in  the  Soviet  Union,  for  the  establish- 
ment of  industries  in  that  country  to  process 
crude  palm  oil  from  Indonesia.  Various 
kinds  of  consumer  goods  can  be  produced 
from  palm  oil  which  will  be  marketed  in  the 
Soviet  Union.  Similar  arrangements  could  be 
made,  for  example  in  rubber-based  or  other 
agro-based  industries. 

Some  concern  have  been  expressed  over 
possible  reduction  of  capital  inflow  from 
Western  Europe  into  Indonesia  if  investors 
and  governments  in  Western  Europe  fo- 
cussed  their  attention  to  the  very  potential 
markets  of  Eastern  Europe.  There  may  be 
some  real  basis  for  this  concern,  although  it 
is  not  quite  certain  that  capital  flow  to  the 
Asia-Pacific  will  dwindle  substantially.  The 
prospect  for  continued  robust  growth  in  this 
region  is  rather  good.  For  the  short  to 
medium-term  business  and  investment  op- 
portunities in  the  entire  East  and  Southeast 
Asian  region  is  likely  to  remain  attractive  for 
potential  investors. 

Even  when  the  lure  of  Eastern  Europe 
becomes  too  strong,  the  countries  in  this  part 
of  the  world  should  be  able  to  generate 
enough  savings  from  within  the  region.  The 
rate  of  savings  in  all  the  fast  growing  eco- 
nomies of  East  and  Southeast  Asia  have  in- 
creased significantly.  With  appropriate 
macro  as  well  as  micro  economic  policies, 
savings  can  be  further  increased,  and  the  de- 
veloping countries  in  the  region,  which  still 
need  to  import  capital  to  finance  their  de- 
velopment, will  face  no  serious  resource  con- 
straints. 

In  summary,  the  economies  of  the  Asia- 
Pacific  region  seem  to  be  poised  for  con- 
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tinued  growth  in  the  1990s.  Growing  inter- 
dependence induce  these  countries  to  in- 
crease cooperation  among  them,  to  ensure 
that  trade  and  investment  continue  to  ex- 
pand with  minimum  impediments.  Indonesia 
and  ASEAN  should  find  a  way  to  fit 
ASEAN' s  own  sub-regional  cooperative  ar- 
rangements within  the  wider  scope  of  Asia- 
Pacific  cooperation,   without   losing  the 


meaning  and  significance  of  ASEAN  coo- 
peration. Participation  by  Asia-Pacific 
countries  should  be  extended  in  the  future  in 
the  light  of  the  strength  of  their  economic 
linkages  with  the  region.  Recent  changes 
which  have  taken  place  in  Eastern  Europe 
should  be  welcomed  since  they  broaden  and 
strengthen  the  basis  for  sustained  growth  of 
the  world  economy  in  the  future. 


Book  Reviews 


The  Civil  Servant's  Petition 
for  Equality 


Soetardjo,  edited  by  Setiadi  Kartohadikusu- 
mo.  Jakarta:  Pustaka  Sinar  Harapan,  1990, 
248  pp.  This  review  article  by  Muchsin  Lubis 
is  translated  from  Prospek,  20  October  1990. 


THE  Petition  caused  a  commotion  in 
the  Volksraad  (People's  Council). 
This  stand  was  due  to  his  being  near 
to  the  people. 

A  great  posture  was  born  under  the  light 
of  a  kerosene  lantern.  That  petition  de- 
manded equality  in  the  legal  status  between 
the  Netherlands  East  Indies  and  Holland. 
The  author  of  that  petition,  Soetardjo  Kar- 
tohadikusumo,  was  aware  that  his  idea 
would  eventually  be  rejected  by  the  Dutch 
Queen.  To  this  day,  that  petition  is  known  as 
the  Soetardjo  Petition. 

Soetardjo,  a  member  of  Volksraad 
(People's  Council)  representing  the  Civil 
Service,  had  for  months  pondered  a  weighty 
proposal  to  the  Netherlands  East  Indies 
House  of  Representatives,  having  observed 
the  bitter  political  experience  of  his  people. 


Prior  to  that,  in  1933,  the  nationalist  move- 
ments, National  Indonesian  Party  (PNI  - 
Partai  Nasional  Indonesia)  and  Indonesia 
Party  (Partindo  -Partai  Indonesia)  had  been 
annihilated  by  the  Dutch  Colonial  Govern- 
ment. Once  Soekarno  had  been  arrested. 
One  year  later  Moh.  Hatta,  Sutan  Syahrir, 
and  some  of  their  associates  followed  suit. 
Seeing  the  situation  Soetardjo  felt  down- 
hearted, and  sought  a  solution. 

Finally,  he  found  a  solution  in  the  Dutch 
Grondwet  (Constitution).  Article  1  read, 
"the  Dutch  Kingdom  covered  and  consti- 
tuted the  territories  of  the  Netherlands,  Ne- 
therlands East  Indies,  Suriname,  and  Cura- 
sao." It  was  based  on  this  article  that  in 
June  1936,  at  his  vacation  residence  in  Kam- 
pung  Cimelati,  the  district  of  Sukabumi, 
Soetardjo  wrote  his  petition  one  evening. 
At  that  time,  Sam  Ratulangi  who  was  there, 
immediately  agreed  to  it. 

That  petition  proposed  that  the  Dutch 
Colonial  Government  extend  equal  status  to 
the  Dutch  Netherlands  Indies  on  the  basis  of 
Article  1  of  the  Grondwet.  It  was  thereafter 
signed,  along  with  Soetardjo  and  Ratulangi, 
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by  I.J.  Kasimo,  Datuk  Tumenggung,  Ko 
Kwat  Tiong,  and  S.A.  Alatas.  On  9  July 
1936,  Soetardjo  read  it  during  the  general 
Budget  hearings.  After  approval  by  the 
Volksraad,  debates  on  it  began  on  17  Sep- 
tember 1936. 

After  the  debates  which  lasted  12  days, 
the  petition  was  eventually  approved  in  a 
vote.  Of  the  46  members  participating  in  the 
debates,  26  seconded  the  motion  while  the 
remaining  20  were  against  it.  Then  Queen 
Wilhelmina  rejected  it  through  the  Konink- 
lijk  Besluit  (Order  in  Council)  on  16  No- 
vember 1938.  On  account  of  the  petition 
Soetardjo  was  interrogated  several  times  and 
urged  to  abandon  the  petition.  However,  he 
managed  to  evade  the  interrogations.  Where- 
as Ratulangi  and  Mohamad  Husni  Thamrin 
fell  into  a  trap  and  both  of  them  were  put 
under  house  arrest. 

The  origin  of  Soetardjo' s  interest  in 
forwarding  the  petition  had  in  fact  been 
generated  by  his  concern  for  the  fate  of 
the  common  people  who  were  trained  as 
civil  servants.  The  son  of  the  Wedana  (dis- 
trict chief)  of  Ngaben,  Blora,  Central  Java, 
Soetardjo  was  born  on  22  October  1890, 
after  graduation  from  Osvia  (Opleiding 
School  voor  Inlandsche  Ambtenaren-  Train- 
ing School  for  Native  Officials)  became  a 
clerk  of  the  Resident  of  Rembang  when  he 
was  21  years  old.  It  was  from  this  position 
that  he  started  his  career  and  led  to  his 
becoming  a  district  attorney. 

His  job  which  kept  him  moving  from 
place  to  place  left  a  deep  impression  on  peo- 
ple. Soetardjo  was  indeed  a  civil  servant  who 
served  his  people.  For  example,  a  fugitive 
could  turn  himself  in  and  was  even  ap- 
pointed as  security  guard  afterwards.  Soetar- 
djo even  established  a  cooperative  to 
challenge  the  domination  of  traders  of 


Chinese  origin.  Finally  the  Chinese  shop  was 
obliged  to  close.  He  also  encouraged  people 
to  build  roads,  bridges,  open  courses,  es- 
tablished sport  activities,  and  a  fair  in  the 
town  of  his  assignment.  In  1931,  while 
serving  in  the  office  of  the  patih  (vice  regent) 
of  Gresik,  he  was  appointed  member  of  the 
newly  established  Volksraad. 

Being  a  civil  servant,  the  nature  of  his 
struggle  was  indeed  rather  different  from 
that  of  most  political  activities.  While  re- 
maining obedient  to  his  superiors,  his  style 
was  indeed  rather  unpopular,  because  he  had 
to  work  through  legal  channels.  As  was  the 
case  with  the  birth  of  the  petition,  the  strug- 
gle in  Soetardjo' s  mind  was  precisely  fo- 
cussed  on  formal  arguments  which  were 
legally  acceptable. 

During  the  Japanese  occupation  of  Indo- 
nesia he  headed  the  Department  of  Home 
Affairs;  at  the  onset  of  independence  he 
became  governor  of  West  Java,  and  he  even 
managed  to  become  Chairman  of  DPA 
(Dewan  Pertimbangan  Agung  =  Supreme 
Advisory  Council).  Soetardjo  passed  away 
on  26  December  1976. 

This  autobiography  is  based  on  Soetar- 
djo's  notes  written  on  the  back  of  pages  of 
an  old  almanac.  His  fourth  son,  Setiadi  Kar- 
tohadikusumo,  collected  the  notes  and 
edited  them  into  this  book. 

Setiadi  gives  the  impression  of  being  the 
author  of  his  father's  biography,  rather  than 
the  editor,  by  printing  his  name  on  the  front 
cover,  which  is  in  fact  unnecessary.  The 
spelling  of  the  author's  name  on  the  same 
cover  is  also  inconsistent  with  that  of  his  own 
name.  Despite  these  drawbacks  the  presence 
of  this  book  adds  to  the  treasure  of  historical 
works  on  national  movement.  This  volume  is 
all  the  more  precious  because  it  reflects  the 
author's  own  views. 
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Racial  Harmony  in 
a  Heterogeneous  Society 


Chinese  Indonesian  Culture  in  Indonesia  (in 
Indonesian,  Kebudayaan  Minoritas  Tiong- 
hoa  di  Indonesia)  by  Leo  Suryadinata.  Ja- 
karta: PT  Gramedia,  1988,  159  pp+ index. 
This  review  article  by  SES  is  translated  from 
Eksekutif,  no.  136,  October  1990. 


IN  the  late  1980s  the  problem  of  assimi- 
lation surfaced  again  sparked  by  issues 
of  social  imbalance  and  business  cong- 
lomeration. Meanwhile  various  seminars 
and  discussions  on  assimilation  issue  have 
been  held  in  different  places.  It  is  worth 
noting  that  this  topic  is  always  related  to  the 
ethnic  Chinese  minority  group.  It  is  well- 
known  that  ethnic  minority  groups  in  a 
pluralistic  society  such  as  Indonesia  are  not 
exclusively  ethnic  Chinese,  but  also  ethnic 
groups  of  Indian  and  Arab  descent.  It  may 
be  assumed  that  the  rationale  behind  the  pre- 
judice is  related  to  economic  problems. 

The  ethnic  Chinese  appear  to  be  a  major 
economic  power  in  Indonesia,  so  it  stands  to 
reason  that  the  issue  of  economic  disparity 
has  sparked  the  issue  of  assimilation.  Hence, 
a  number  of  approaches  have  been  made  to 
probe  this  matter. 

This  book,  The  Ethnic  Chinese  Minority 
in  Indonesia,  by  Leo  Suryadinata,  is  an  at- 
tempt to  highlight  the  ethnic  Chinese  group 
from  the  cultural  viewpoint.  In  this  connec- 
tion, the  study  made  by  Leo  should  be  given 
a  place  in  the  treasure  of  literary  works  on 
the  ethnic  Chinese  and  assimilation.  It  is  an 


attempt  to  minimize  potential  disintegration 
and  to  promote  national  integration. 

Comprising  six  chapters,  this  book  high- 
lights issues  on  the  socialization  of  the  ethnic 
Chinese  and  their  role  in  the  social  life  of  the 
country.  It  gives  an  account  of  Chinese 
schools  in  Indonesia  and  Confucianism,  and 
literary  works  written  by  Indonesians  of 
Chinese  origin  and  silat  (the  literary  genre, 
which  is  characterised  by  episodes  of 
fighting  using  the  Chinese  traditional  martial 
arts)  fictions.  All  of  those,  though  indirectly, 
are  contributions  by  the  ethnic  Chinese 
group  to  the  development  of  Indonesian 
society.  Hence  the  author  tries  give  a  picture 
of  the  social  communication  of  this  ethnic 
group  in  the  form  of  cultural  interaction, 
such  as  literary  works  and  diverse  cultural 
expressions,  customs  and  manners  and  the 
value  system  adhered  to  —  it  is  this  part  that 
occupies  the  largest  portion  of  this  book:  5 
chapters,  from  page  37  to  page  119.  Accor- 
dingly, a  great  deal  of  valuable  informations 
is  presented  here.  We  learn  that  Dr.  Arief 
Budiman,  whose  former  name  was  Soe  Hok 
Djien,  turns  out  to  be  the  son  of  a  famous 
Pre- World  War  II  writer:  Soe  Lie  Piet,  and- 
Abdul  Hadi  W.M.,  a  prominent  man  of  the 
1966  literary  genre,  who  has  been  successful 
in  the  world  of  literature  and  has  his  own 
group  of  fans,  is  also  an  Indonesian  of 
Chinese  origin. 

Equally  interesting  is  the  author's  elabo- 
ration on  the  phenomenon  of  Chinese  silat 
fiction.  He  expounds  coherently  the  develop- 
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ment  of  the  Chinese  silat  fiction  from  era  to 
era.  This  kind  of  fiction  has  become  one  of 
the  most  popular  literary  forms,  in  Indone- 
sia. Chinese  silat  fiction  is  not  only  read  by 
the  ethnic  Chinese  but  also  by  readers  in  the 
non- Chinese  and  indigenous  community, 
who  are  addicted  to  this  kind  of  literature. 
In  some  cases  Chinese  fiction  has  even 
become  a  strong  inspiration  for  specific  In- 
donesian silat  fictions  with  the  history  of 
Javanese  Kingdoms  as  their  setting.  This  has 
given  rise  to  the  publication  of  fiction  series 
such  as,  Nagasasra  Sabuk  Inten,  (Javanese 
name  for  a  certain  martial  art  technique), 
Api  di  Bukit  Menoreh  (Fire  on  the  Menoreh 
Hill),  Bende Mataram,  (Gong  of  Mataram), 
Nagasiluman-Sawerwulung  (Javanese  name 
of  the  hero),  and  the  like,  which  were 
published  in  the  mid-1960s,  along  with  the 
Chinese  silat  fiction. 

Unfortunately,  a  number  of  important 
roles  played  by  Indonesians  of  Chinese 
origin  in  our  society,  such  as  in  the  scientific 
field,  even  in  the  development  of  the  Indone- 
sian Armed  Forces,  particularly  the  Navy, 


have  not  been  recorded  by  this  book.  In  fact 
this  book  with  its  red  dragon  symbol  cover, 
would  have  sufficiently  presented  the  multi- 
farious culture  of  an  ethnic  group  in  Indo- 
nesia's multiracial  society,  had  it  been  ac- 
companied by  comprehensive  data  and  ana- 
lysis. 

An  intensive  cultural  interaction  among 
various  groups  in  the  Indonesian  society 
becomes  a  unique  phenomenon  of  all  eras.  It 
frequently  happens  that  in  a  multiracial 
community,  disharmony  may  arouse  racist 
sentiments  and  lead  to  physical  conflict.  In 
this  case  an  attitude  that  views  potential  con- 
flicts in  a  multiracial  society  as  a  social  reali- 
ty, is  needed.  Mahathir  Mohamad,  in  his 
book,  Dilemma  Melayu  (Malay  Dilemma) 
once  said  that,  "In  order  to  know  the  causes 
of  disharmony  between  races  in  Malaysia  to- 
day, the  meaning  of  what  was  called  'harmo- 
ny' in  the  past  should  be  scrutinized." 

Leo  Suryadinata's  book  has  to  be  viewed 
in  the  context  of  efforts  to  develop  social 
harmony  in  a  multiracial  society. 
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